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2 THE BANKER 


A Banker’s Diary 


Mucu interest has been aroused by Mr. Reginald McKenna’s recent 
article, now republished as a pamphlet under the title “ What is 
Banking ?"’ In a brief space, Mr. McKenna manages 
to touch on a large range of important questions and 
gives a great deal of useful information concerning 
the banking system. He points out, for example, that in addition 
to some three million deposit accounts there are not less than five 


Mr. McKenna 
on Banking 


million active banking accounts in England, on which approximately | 


450 million cheques are drawn each year. Of the customers with 
active banking accounts, about one in six is a borrower from 
his bank at any particular moment. On the basis of the latest 
clearing bank returns, it would follow that the average balance in 
a deposit account is £388, and the average bank advance {928. 
It follows also that the average current account customer draws 
go cheques a year and has an average balance of as much as £452 
(if it is permissible to combine credit accounts and overdrawn 
accounts in this way). Mr. McKenna also mentions that the number 
of shareholders in the “ Big Five ’’ is about 300,000, with an average 
holding of {220 of capital, worth about £760 at the current market 
price and receiving an average dividend, subject to tax, of about 
{31 per year. Such figures surely dispose completely of those widely 
prevalent conceptions of the banks either as organs of big business 
or of some mysterious entity known as “ high finance.” In reality, 
as Mr. McKenna points out, “ there is no group of large shareholders 
owning or running or even influencing the policy of any one of the 
banks.” 


From the technical point of view, Mr. KcKenna’s most interesti 1g 
point is the statement that “‘ the dividend paid on the shareholders’ 
true capital would probably work out at about 4 per 
Banks cent.”’ By true capital, of course, is meant the whole 
Concealed ois ee SS . 
wag OL the capital employed in the banks, which includes 
Reserves ; ‘ 
hidden reserves as well as published reserves and 
nominal ay Mr. McKenna’s figure implies that the hidden 
reserves of the Big Five are almost exactly equal to their published 
capital and reserves of £117 millions. A capitalization rate of 
4) per cent. would still indicate concealed reserves of {90 millions. 
No indication is, of course, given whether free reserves are 
distinguished from reserves needed for some actual or contingent 
purpose, such as investment depreciation, nor whether the reserves 
cover only actual amounts ploughed back out of profits or would 
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A BANKERS DIARY 3 
include also such elements as the paper profit on securities 
standing above the book value. What is in no doubt, however, is 
that the banks are possessed of an internal strength even more 
formidable than had been generally realized. In particular, they 
could obviously stand up without difficulty to a period of high 
interest rates, such as is faintly possible after the war. Thus 
Mr. McKenna’s figure would cover a depreciation of over ro per cent. 
even on the banks’ present investment holdings of £1,117 millions. 
It need not be said that a rise in interest rates, though certainly 


- preferable to an uncontrolled inflation, would be a most undesirable 


means of restraining consumption and investment. It would also 
be a most inefficient one, for the reason that an inordinate rise in 
short-term rates would be necessary to force down the prices of 
long-term gilt-edged sufficiently to restrain realizations. 


IN an obvious reference to the recent Economist estimate that the 
true cash ratio of the banks is nearer 8 than ro per cent., Mr. McKenna 
holds that, while “it is true that window-dressing 
Dressing May exist here and there as a survival from primitive 

banking,” this is not the main cause of the difference. 
On Fridays, he points out, many millions of pounds are paid out 
in cash as wages. Hence, the cash ratio of all the banks is regularly 
well below the published figure on Friday and Saturday. On this 
question, Mr. McKenna is a little difficult to follow. His contention, 
surely, would imply simply that—taking week-end withdrawals into 
account —the true cash ratio is even lower than that indicated by 
the Wednesday (Bank return) figures, on which the estimate of 
window-dressing is based. The disparity between the Wednesday 
figures and those shown in the monthly return stands as a measure 
of window dressing. 


base sal 


WuAT is not clear is why, under modern conditions, window-dressing 
should be regarded as not quite respectable. Let us suppose that 
the banks were to maintain a Io per cent. ratio 

Bacal constantly. The only effect would be that the present 
Ratios 7 Volume of deposits would call for roughly an addi- 
tional £70 millions of central bank credit. Assuming 

till money to be unchanged, in other words, the elephantiasis of the 
Bank return, now seen only at six-monthly intervals, would become 
a chronic condition. Even in normal times, it assists the central 
bank in maintaining control of the situation if the existing volume 
of bank cash is utilized to the fullest extent, so that a contractionary 
policy cannot be negatived by economies in the use of cash, such 
aS an increase in window-dressing. However, window-dressing is 
undoubtedly one of the things which give rise to public misunder- 
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standing, and Mr. McKenna suggests that ‘it would not be 
unreasonable to meet critics of the system by accepting State 
direction as to what the ratio should be and on what basis it must 
be calculated.”’ Certainly, such a scheme could do no great harm, | 
but it is difficult to believe that it would serve any useful purpose. | 
In banking as in politics, it has yet to be shown that all the; 
advantages lie on the side of a written constitution. | 


AT the beginning of December, the seventh war-time increase in | 
the fiduciary issue was annouriced. The only interesting feature of! 
a the decision was the fact that for the first time the 
eomnagoale ‘‘ fifty-fifty ’’ method was abandoned and the issue} 
270 millines increased instead by £70 millions. The new level is! 
£950 millions, against £580 millions following the 
transfer of the Bank of England’s gold to the Exchange Account 
at the outbreak of war. As will be seen from the following table, 
the change was left to the very last minute, the Bank return of 
December 2 showing that, but for the increase in the fiduciary issue, 
the reserve of notes would have been no more than {£2,697,000. 


SUMMARY OF BANK RETURNS 
Banking 
Note Reserve Department Bankers’ 
Circulation Securities Deposits 
£m. £m. £m. £m. 
Nov. 25... ad 870.0 a3.3 209.2 148.8 
ae. 2 «> i 877.5 73.6 132.6 135.0 
er an i 889.5 61.4 154.0 146.6 
 G-. 5 908 .3 43.0 176.3 146.2 


When asked if the increase had any bearing on the general problem 
of inflation, Sir Kingsley Wood replied simply : ‘“ I do not think so.” 
No doubt, more enlightening replies could be given, but the substance 
of the Chancellor’s answer certainly comes nearer to the truth 
than the views of those who are obsessed with the idea that the| 
trend of the note circulation is a particularly sinister index of| 
inflation. 
It would be well if the use of this word inflation could be banished) 
entirely. In any scientific sense, inflation refers to a state of affairs 
possible only in a free economy, in which forced savings 

, Note are generated as the counterpart of an all-round rise 
——— in prices, which causes serious hardship to those with| 
‘‘ Inflation ’» Small incomes or fixed incomes and involves a cumula-| 
tive process which must eventually lead to a break-| 

down. Nobody could contend for a moment that this describes the| 
present state of affairs, in which the prices of basic cost of living| 
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A BANKERS DIARY 5 


goods have been stabilized, in which reasonably equitable distribu- 
tion of most essentials is secured by rationing, and in which the 
Government secures its resources by methods other than that of 
bidding up their price. It should be obvious to anybody that the 
“involuntary savings ’’ generated by this system of restraints upon 
spending are fundamentally different from the “ forced savings ”’ 
of a true inflation. In any event, the trend of the note circulation 
is less an index of the extent of inflation than of the form in which 
the public chooses to hold its savings. Even in a controlled economy 
such as our present one, of course, it is desirable that people should 
hold the minimum of liquid assets and exchange any idle funds for 
savings securities. This is the only sense in which the rising trend of 
the note circulation justifies any concern. And even from this point 
of view, it has to be viewed in due perspective. The war-time 
expansion in this country’s note issue is in fact very much lower 
than that in most other important countries. In the.United States, 
money in circulation has risen by nearly 40 per cent. over the past 
year, an increase almost double that in our own note circulation. 
Since the outbreak of war, too, rises of over 125 per cent. have been 
seen in the note circulations of Germany, Japan, France and many 
other countries, compared with less than 70 per cent. in our own case. 


EVERYBODY now accepts full employment as the most urgent 
objective of economic policy after the war. This being so, nobody 
would suggest that industries which have grown up 
Two-part with the support of protection should precipitately be 
a Trade . deprived of that protection. On the other hand, it 
greements ? . : 4 
would complicate the problem enormously if protection 
were to be extended to industries which have come into existence 
or have been greatly expanded simply in response to war necessities. 
If it is sought to justify the demand for such protection by the 
desire for full employment within each country, the conclusive 
answer is that it is not along these lines that full employment can 
be secured. In a recent address, Sir Raymond Streat has suggested 
a practical basis for the proper use of protection. His idea is that 
trade agreements after the war should be cast in two parts. 

Part One would cover all commodities not singled out for special 
treatment in Part Two. “In Part One there should be no quotas, 
no restrictions of any kind: rates of tariff should be restricted 
within reasonable maxima and all countries’ goods should receive 
identical treatment. That constitutes adherence to the principle 
of access and expansion without qualification. Part Two of all 
post-war trade agreements should govern the treatment of key 
commodities. Broadly speaking, these commodities would be 
primaries or special categories of manufactured goods which, under 
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existing circumstances, cannot reasonably and safely be left to find 
their own level, either because of world-wide considerations (as in 
the case of wheat and, shall I say, materials of war) or because a 
particular country has its whole fortunes overwhelmingly involved 
in a particular commodity,”’ or for some other special reason. There 
would be some supervisory international tribunal to scrutinize 
Part Two in every proposed trade agreement, and if they declared 
any proposed agreement to be contrary to the principles of access 
and expansion, modified perhaps temporarily and to a strictly 
limited extent by considerations of economic and social security, 
the parties would have to re-negotiate the affected clause. This 
certainly seems to translate into a practical form the general 
objectives of the Atlantic Charter. 


In the recent Parliamentary debate, the Chancellor was once again 
pressed to bring down short-term interest rates by reducing the 
sank rate to 1 per cent. Since the banks have not 
No Change become liable to E.P.T., the Exchequer would benefit 
ae OO by the full amount of any resulting saving in interest. 
A reduction of } per cent. in the rate on tender Treasury 
bills and Treasury deposit receipts, for example, would now yield 
a saving of some {10 millions per annum, largely at the expense 
of the bank depositor, who is being paid to keep his assets in liquid 
form at a time when the Savings campaign is devoting all its energies 
to attract such funds into Government securities. In rejecting this 
suggestion yet again, the Chancellor argued that he had to consider 
the likelihood, if no interest were paid, of the withdrawal and the 
spending of the deposits. This is the first time that the payment 
of deposit interest has been defended as a brake on consumption. 
It is obvious that, if deposit interest were suspended, there would 
be some displacement of funds to secure a better return elsewhere, 
for example in the Post Office savings bank or, perhaps, in Govern- 
ment issues. But it seems difficult to believe that a person liable 
to tax at Ios. in the £ and having, say, £1,000 on deposit, would 
promptly indulge in a wild orgy of spending if he were denied his 
annual payment, after tax, of £5. 


It was only in June, 1941, that investments for the first time over- 
took advances to become the number one banking asset. With a 
further decline of £10 millions in November to £763 

— millions, advances have now fallen into third place, 
Second Asset With Treasury deposit receipts, at {803.5 millions, now 
the second largest asset. In the meantime, investments 

have risen to the new record level of £1,117.4 millions. One 


interesting movement during November was a decline of £30.9 | 
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millions in money market assets, notwithstanding an increase of 
£40 millions in the tender Treasury bill issue. If the recent increase 
in the weekly offer to {85 millions was in fact intended to provide 
the banks with ample bill maturities during the peak revenue season, 
it would seem to have failed in its purpose. At the beginning of 
December, the offer was restored to £75 millions, while on the other 
hand the weekly Treasury deposit receipt call was stepped up to 
the new record level of £80 millions. 


THIS country and Australia having indicated that they wish to 
borrow some of the United States stock of silver, it has been 
announced that the U.S. Treasury is prepared to send 
silver under lend-lease to any of America’s allies. 
Such shipments would be made on the understanding 
that an equivalent amount of silver will be returned to the United 
States after the war. Repayment in kind is, of course, the original 
conception of lend-lease. From the fact that this country has made 
a request for silver, it is to be inferred that stocks in this country 
have been running low and are not likely to be replenished by 
shipments from India. In Bombay, as is well known, available 
supplies have been reduced by the war-time hoarding demand, 
which has also served to impede the return from circulation of the 
old 100 per cent. silver rupees. From time to time, the Bombay 
price has actually risen above melting point for these rupees, and 
the fact that the Reserve Bank has not intervened as a seller of 
silver to keep down the price indicates an obvious desire to conserve 
stocks of the metal. It is understood that in this country the silver 
is required chiefly for currency purposes. According to the Bank 
of England figures, the amount of coin in circulation (which, of course, 
includes also copper) has risen from an average of £80 millions in 
1939 to £103 millions in October of this year. 


Lend-Lease 
Silver 


THE Royal Gold Medal for Architecture has been awarded to 
Professor C. H. Reilly, this being the first time the medal has ever 
been given to a British Professor of Architecture. 
The award will give particular pleasure to readers 
of this journal, who have had special opportunities 
for appreciating Professor Reilly’s great learning and impeccable 
taste through his lively articles on bank buildings. 


Professor 
C. H. Reilly 


Index to The Banker 

AN index to THE BANKER, covering the twelve months January to 
December, 1942, is in course of preparation and will be sent to 
subscribers on application. 
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Beveridge Finance 


HE Beveridge Report was given an almost universally good 

reception which leaves no doubt that increased provision for 

social security on something like the lines indicated is what 
the country desires. Discussion and criticism there can be in plenty 
on particular aspects of the proposals; but it can be taken for 
granted that in broad outline the scheme as a whole will go through. 
Comment on the finance of the plan has ranged from the suggestion 
that it would be strongly deflationary, because the contributions 
would represent a deduction from purchasing power, to the suggestion 
that it would be strongly inflationary, because the increase in contri- 
butions will give rise to demands for the scaling up of wages all 
round. In reality, the scheme in its direct effects is completely 
neutral in the monetary sense, since it represents only a redistribution 
of purchasing power. 

Thus, the whole finance of the plan is based on the assumption 
of quite a moderate level of unemployment. This being so, it would 
seem proper to envisage the contribution of the State as a charge 
on revenue and not a proper subject for borrowing, just as it is 
assumed that individuals will meet their contributions out of income. 
Indirectly, perhaps, the scheme may be regarded as “ anti- 
deflationary,’’ because the more adequate standards of benefit 
would have to be maintained, in the form of national assistance, in 
the event of a severe depression. Unlike normal relief, special 
assistance of this kind can legitimately be financed by the creation 
of debt and will therefore be of assistance in spending our way out 
of a depression. 

On the question “‘ whether the country can afford it,” it is also 
the indirect, rather than direct, effects of the scheme which have 
to be considered. In one sense, there is obviously no question at all 
whether the country can afford it. Any comparison of disbursements 
under the scheme with the huge sums now being paid out for war 
would be misleading, because in part we are financing the war by 
drawing heavily upon capital in various forms. But it is obvious 
that the nation can afford to earmark one-ninth or one-eighth of 
its peace-time income for any purpose it chooses, and it would be 
difficult to find a more vital purpose than the prevention of destitu- 
tion. The real question is whether the scheme as a whole, including 
the methods of finance proposed, might have any undesirable effects 
on production which would increase its real burden. 

So far as insured persons are concerned, there is an obvious 
danger of weakening the incentive to work in the lower income 
categories. Thus, a family man on a wage of 60s., such as an agri- 
cultural worker, would in effect be receiving only 7s. gd. for his 
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BEVERIDGE GE FINANCE 9 


week’s work, since unemployment qualifies the first child for an 
allowance of 8s. per week and involves the suspension of contribu- 
tions of 4s. 3d. Retraining as a condition of benefit after a period 
is obviously an indispensable condition of the scheme, and it must 
be assumed that this would now be acceptable to labour. At first 
sight, the flat-rate contribution of 4s. 3d. per week would seem to 
bear rather hard on the very small incomes, but a progressive element 
is introduced by the State contribution (which, of course, comes 
from the tax-payer), while we are told that the average member of 
the working class already spends 5s. rod. on services similar in 
nature but inferior in quality to those he would enjoy under the 
Beveridge plan. Probably many members of the salaried and 
middle class will draw little or no benefit in the form of unemployment 
relief and will be reluctant to make use of the medical services 
provided. But for them there is the consideration that twenty 
years’ contributions would cover only 42 per cent. of the cost of 
the proposed pensions. 

So far as employers are concerned, it is admitted that employers’ 
contribution “‘is a tax on the giving of employment; it is not 
related to the employer’s profits or capacity to pay; it varies from 
one employer to another in proportion to his total expenses, according 
as he uses much or little labour ; it does not vary according to the 
extent to which the employer, in the management of his business, 
endeavours to avoid unemployment or sickness.” In_ principle, 
a levy of this kind must act as a deterrent on the giving of employ- 
ment, especially in speculative enterprise, while at the same time 
raising the cost of British labour in relation to that of labour in 
other countries. Sir William argues that the additional contribu- 
tion would represent a very small part of the total labour bill, and 
this is undoubtedly true ; but for the sake of the export industries, 
it is to be hoped that other countries, and especially America, will 
undertake similar obligations towards their citizens. Similarly, the 
State contribution might exercise a deterrent effect on enterprise 
out of proportion to its total amount, because income-tax bears most 
severely on marginal income. 

The general finance of the scheme is summarized in the tables 
on Page 11. In last month’s issue, Mr. Walter Hill showed how ex- 
tensive are the social services already provided in this country. Taking 
into account services other than social security, such as education, 
the total cost in 1936 was nearly {£500 millions. It is noteworthy 
that so far-reaching a scheme as the Beveridge plan would at the 
outset mean an increase of only 60 per cent. on our commitments 
under existing arrangements. For the National Exchequer, the 
scheme would at the outset mean an additional charge of £86 millions, 
roughly equivalent to 1s. on the income tax with national income 
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at its present level. At the end of twenty years, the additional charge 
would be more than four times as great; but in the meantime 
such great changes may have taken place, for better or worse, in 
individual productivity and national income, that it is scarcely 
worth while to estimate what such a charge on the budget might 
involve. What can be said is that the immediate charge must 
undoubtedly make it more difficult to reduce taxation but is fully 
justified by the objects of the scheme. 

All this, of course, assumes that rates of contribution and benefit 
are eventually fixed at the levels suggested in the report. These 
are based on the assumption of a 25 per cent. increase in prices 
over the 1938 level. It remains to be seen whether this may not 
be too optimistic. It is true that between December, 1938, and 
December, 1941, the cost of living index rose only 28 per cent. 
(from 95 to 122), but it is difficult to sort out the effects on this index 
of subsidies and higher indirect taxation respectively, still more 
difficult to estimate at what level the index might settle down after 
the war. Over the same period, wholesale prices have risen by 
59 per cent. (from 86-137), while a national income of £6,500 millions 
would be some 40 per cent. higher than the 1938 level of £4,648 
millions. 

While Sir William Beveridge describes his proposals as in some 
respects “‘a British revolution,” the scheme is distinctly less revolu- 
tionary than some suggestions which have been put forward recently. 
It does, for example, assume the continuance of a money economy. 
At an early stage, Sir William emphasizes that: ‘‘ Management 
of one’s income is an essential element of a citizen’s freedom.” 
The object of his scheme is simply to ensure that every individual 
shall have a minimum money income sufficient to cover his basic 


wants. It is concerned, in other words, to eliminate extremes of | 


inequality at the lower end of the income scale, just as extremes have 
been eliminated at the upper end by progressive taxation. Contrast 
this modest undertaking with the kind of outlook on which is based, 
for example, Dr. Thomas Balogh’s recent letter to the :conomist 
on the subject of full employment. In dealing with full employment, 
the Lconomist adopted what is now the orthodox view, that if 
aggregate demand is inadequate to secure full employment, private 
investment must be supplemented by State investment (or perhaps 
one should say private spending by public spending). Dr. Balogh 
will not have this for a moment. He argues that: ‘ It should be 
the State which determines the basic effective demand, i.e. plans 
reconstruction and provides expenditure to ensure decent basic 
conditions for the population as a whole, with the luxuries being 
the balancing factor, in the sense that, if those basic conditions are 
established, the margin should be permitted to be used freely, by 
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those who can afford it, for obtaining luxury, colour and amusement.”’ 
This is, of course, the egalitarian argument carried to its logical 
conclusion. It completely begs the whole question of incentives 
and is flatly inconsistent with the basic postulate of a monetary 
economy. Provided the problem of aggregate demand can be 
solved, and that extremes of inequality are eliminated, it is surely 
interventionism run mad to suggest that people should not dispose 
of their money incomes so as to maximize individual satisfactions. 
There will no doubt be many to whom Dr. Balogh’s view will 
commend itself; and it is certain that under any system the 
post-war circumstances of this country will be such as to bring about 
curtailment of spending on inessentials. But it is as well that the 
implications of such proposals should be fully realized. 
ESTIMATED COST OF SOCIAL SECURITY AT VARIOUS DATES 


1938-39 1945 1945 1965 
Present 
Actual Commitments Proposed Proposed 
{m. £m. £m. £m. 
National Exchequer (and Local 
Rates for hospitals and public 
assistance) a ie ou 232 265 351 519 
Insured Persons .. ie his 55 69 194 192 
Employers .. oe oi 66 83 137 132 
Other (mainly inte rest) a3 - 9 15 15 15 
TOTAL... ‘x -- 342 432 697 858 
ESTIMATED SOCIAL SECURITY EXPENDITURE 1945 AND 1965 
1945 1965 
SocIAL INSURANCE :— {m. £m. 
Unemployment Benefit (including training benefit) .. 110 107 
Disability Benefit other than industrial .. : a 57 71 
Industral Disability Benefit, Pensions and Grant “ 15 15 
Retirement Pensions , a os ia ”- 126 300 
Widows’ and Guardian Bene fit a a oy 7 29 21 
Maternity Grant and Benefit is os - én 7 6 
Marriage Grant Be é3 ie deg Pee “a I 3 
Funeral Grant ‘ ea - Je oa Bs 4 12 
Cost of Administration oa al oi ie x 18 18 
Total Social Insurance ne i - .« 553 
NATIONAL ASSISTANCE :— 
Assistance Pensions .. ve . ae oe ra 39 25 
Other Assistance... ee a a a a 5 5 
Cost of Administration ea re na ss ne 2 2 
Children’s Allowances .. ss ” is ia As IIo 100 
Cost of Administration ba - bi a ie 3 3 
Health and Rehabilitation Services re oe -. So 170 


TOTAL .. ial " - - . 858 
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Twentieth Century Bunkum 


T is popular nowadays to dismiss the whole of traditional economic 
| thoustt as so much simple-minded nonsense, wholly irrelevant 

to the more complex problems of this enlightened age. Yet even 
now it may perhaps be conceded that the nineteenth century 
economists had some slight achievements to their credit. They 
do seem, for example, to have grasped the elementary fact that a 
small island with a population of some forty-seven million people 
is necessarily dependent upon international trade if its population 
is to secure anything like a civilized standard of living—a mental 
feat of which so many of our sophisticated thinkers of the modern 
school seem quite incapable. A great deal of so-called planning 
seems to be based on the assumption that this country is not so 
much a tight little island as a tight little oasis. 

This applies, for example, to much of the fashionable agricultural 
mystique. Undoubtedly, it is not impossible to make out some 
sort of a case for agriculture as part of the British economy. One 
can argue, for example, that British agriculture might even be able 
to stand on its feet as an efficient industry if it would concentrate 
on lines of production in which it enjoys the natural protection of 
distance, such as vegetables and dairy products. Or one can argue 
that the deterioration in our balance of payments must bring a rise 
in the cost of all imported goods relatively to home-produced goods 
that would indicate a rise in the margin of cultivation here. Or one 
can argue that a farming industry on a scale that could not be 
justified on any economic ground is desirable in the interests of 
balanced economy—in other words, that some sacrifice of pro- 
ductivity is a reasonable price to pay for the achievement of a non- 
economic end. Such arguments are rational and legitimate. But 
the agricultural mystique goes far beyond this. It should be evident 
to the simplest mind that the reason for the wartime increase in 
cultivation is simply a drastic rise in the cost of imports (a rise 
measured not so much in monetary terms as in terms of the scarce 
factor, shipping). It is this which has made it temporarily worth 
while to devote to agriculture resources that in peacetime can be 
better employed in other uses, to cultivate land whose productivity, 
given the normal relationship between British costs and the price 
of imported foodstuffs, is nil or negative. Yet this dire misfortune 
is represented as a great achievement. We are told that we are 
‘pushing back the wilderness,” bringing back into fruitful use 
natural resources that were neglected under a spendthrift system 
which grudged labour to till the soil—for no better reason than 
that this labour could produce more in other uses. 
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What arrant nonsense it all is! Yet how deeply it has bitten 
into the popular mind. Consider this passage from a well-known 
newspaper: ‘‘ The mission to this country of Dr. Roland Wilson, 
one of the chief economic advisers to the Australian government, 
draws attention to one of the most difficult of the economic questions 
which will have to be faced after the war—the need to reconcile 
the natural desire of every country to develop its own resources and 
to provide full employment for its citizens with the general desire 
to do away with restrictions on international trade and to promote 
the free exchange of goods and services. The immediate difficulty 
arises out of the great expansion of the Australian engineering 
industries during the war. Australian opinion—and here all political 
perties seem to be in agreement—will not permit this gain (sic) to 
be sacrificed after the war. The new industrial capacity will be used 
to produce goods which were formerly bought from Great Britain 
and the United States and will be protected against British and 
American competition. This attitude will be well understood in 
this country, where public opinion is similarly resolved that British 
agriculture shall not be thrown on one side again, as it was after 
the last war.” 


, 


Let us examine this curious “ gain’ which the war has brought 
to Australia. The expansion of the Commonwealth’s engineering 
industries is the precise counterpart of the expansion in British 
agriculture and is the product of precisely the same set of influences— 
for the most part, the beneficent work of the German U-boat fleets. 
In other words, Australia has been thrown back, like this country, 
on to her own resources and forced to devote her labour and capital 
to the direct production of goods that in any normal economic 
environment she would secure at lower cost by producing for export. 
An induced expansion of this kind might, of course, conceivably 
have brought into existence an industry capable of competing on 
equal terms with the old world, the artificial protection of war 
taking the place of the artificial protection of tariffs to produce a 
triumphant vindication of the old infant-industry argument. 
Nothing of this sort is contemplated. On the contrary, it is taken 
for granted that the new industry can only be kept in existence by 
a tariff. Australia, that is to say, is simply credited with the same 
mutton-headed liking for uneconomic rather than economic industries 
that is ascribed, with only too much justice, to our own fanatics of 
agriculture. 


So far from deploring such an attitude, the writer holds out the 
assurance that it will strike a sympathetic chord in the hearts, not 
perhaps of our own older-established engineering industries, but at 
any rate of the farming fraternity, who will, of course, carry so 
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much more weight in the nice little arcadian backwater of a twentieth- 
century England that Lord Justice Scott and the rest are so busily 
“planning ”’ for us. Obviously, the experience of wartime is so 
delectable that when there are no more U-boats to intercept world 
trade we must strew financial rocks before the entrance to every 
harbour to make sure that the autarkic blessings of war are not 
dissipated by a revival of international exchange. That is at any 
rate the commonsense interpretation of what is intended. But the 
writer has other views. The reason why there can be no scrapping 
of industries useful.in war but uneconomic in peacetime is “ the 
natural desire ci every country to develop its own resources and to 
provide full employment for its citizens.’’ And the writer is possessed 
of a child-like faith that, after we have strangled the market for 
every established export industry, we can nevertheless maintain 
the volume of world trade if the various countries “‘ expanding their 
own production and consumption can keep in step and in constant 
touch with each other.’’ The reference to each country “‘ developing 


its own resources’ can be ignored because it is meaningless. On ° 


this basis Great Britain would be developing its resources if it used 
its steel to build, and its coal to heat, enormous hot-houses in which 
to grow its own bananas. The real point, obviously, is full employ- 
ment. 


Let us consider the proposals from this point of view. What is 
envisaged, clearly, is a position in which all countries will have 
enormous unemployed resources unless something is done to stimulate 
spending. In other words, we are in the cloud-cuckoo-land where 
the object of the economic system is not to produce goods and 
services but to produce employment (i.e., the maximum of spending 
with the minimum of output). From this point of view, obviously, 
the plan is inefficient in the extreme. It is not nearly enough simply 
to produce at a needlessly high cost the things that people will want 
anyway. The really effective plan is either to give away money or 
else to produce at enormous cost things that nobody wants at all. 
If this is our line of attack on the problem of unemployment, then 
all the wartime industries must be kept at work producing shells 
and tanks and aeroplane engines. They must not be allowed to 
switch over to the production of vacuum cleaners and tractors and 
motor-cars. For those things we must build up entirely separate 
industries, to provide more employment still. 


There may, of course, be some quaint old fogeys who will jib 


at that kind of thing. They will admit that if private investment 
is inadequate then it must be stimulated by State action or if 
necessary supplemented by public investment. But they will argue 
that such induced investment should nevertheless take the form of 
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things that are useful to the community, such as roads or railways 
or houses. And they will argue, too, that it would be very stupid 
to embark on investment of a kind which is directly competitive 
with established industries, not merely for the old-fashioned reason 
that this would be senseless waste while other avenues of investment 
remain, but even more for the new-fangled reason that the employ- 
ment generated by the new investment would be offset by unemploy- 
ment in the industries whose markets had been destroyed or flooded. 
Yet if Australia and Great Britain are regarded as part of a single 
economy—which in a civilized world is exactly what they are—then 
it is precisely this curious policy of creating unemployment in the 
interests of full employment that our protectionist friends are 
advocating. 


This sort of contradiction is, of course, only what is to be expected 
when people who do not understand how the economic system works 
in any circumstances improve on traditional economic thought to 
produce their own gimcrack theories which assume permanent mass 
unemployment as the central feature of the system. An excellent 
example of where this can lead us has recently been provided by the 
London Chamber of Commerce Journal in the following passage : 


Suppose, to take an extreme example, that a china tea-set 
can be manufactured in this country, with the most up-to-date 
plant, with raw material close at hand, and with an efficient 
manegement, by the expenditure of three man-hours, and that 
it can be sold for {1 by the maker. And suppose Japan, because 
of less efficient methods of production, requires nine man-hours 
to produce a comparable article, but entirely on account of 
lower labour costs can sell it on the world market for ten shillings. 
Which is the more “ economic ”’ production ? 


As the thing stands, of course, the question is ludicrous. The example 
is precisely the sort of thing given in the elementary text-books 
to illustrate the advantages of international trade. The rate of 
wages in “ Britain ”’ is six times as high as in “ Japan,” and therefore 
the economic use for British labour is in employments where it can 
produce at least six times as much as Japanese labour (allowing for 
transport costs). But in the instance given, it can produce only 
three times as much ; therefore, it is in the interest of both parties 
that tea-sets should be produced by Japan in exchange for goods 
in whose production British labour has a greater comparative 
advantage. If at the prevailing rate of exchange, Japan can under- 
sell Britain not merely in tea-sets but in a great number of other 
things, then the Japanese balance of payments will be favourable 
and an exchange adjustment will take place, either through an 
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appreciation of the yen or, under a gold standard, through a transfer 
of gold and consequential price changes. 

It is true that, if wages are rigid, the adjustment under a gold 
standard would take the form of an increase in unemployment in 
Britain. But this is merely an argument for adopting an international | 
currency regime appropriate to the facts of the economy. It does| 
not affect in the slightest the fundamental proposition that, from | 
the purely economic point of view, each country should employ its | 
labour in accordance with the principle of comparative costs, i.e., | 
in those lines of production in which its productivity is greatest, | 
relatively to that of other countries. It is, of course, true that so | 
long as the exchanges are in disequilibrium, the monetary test of| 
comparative costs is not quite accurate. Traditionally, the argument |} 
is that the rate of wages measures what labour can earn in other! 
employments. And if this is so it is not, at bottom, competing | 
imported goods which may make a domestic industry unprofitable | 
but the competition of other domestic industries for labour at the / 
prevailing wage. Given rigidity of the wage structure, of course, | 
this all becomes subject to qualification. But the implication, | 
obviously, is that monetary policy, both internal and external, | 
must be such as to permit full employment. It is not in the least af 
reason for fostering uneconomic industries at the expense of inter- | 
national trade—especially when, as has been shown, the attempt f 
to secure full employment by this method in any one country is} 
likely to produce unemployment in another, and ultimately react on 
the export industries of the first. Truly, the only lesson of history 
is that history teaches nothing ! 

The trouble is, of course, that our amateur economists are} 
suffering from a severe dose of defeatism. Just as generals are said 
always to be planning for the last war, so the economic messiahs 
are seeking to plan post-war reconstruction in the light of theories 
which seem plausible only against the background of the early| 
thirties. It will take them some time to realise that the problem : 
of the immediate post-war years will not be deflation but inflation, | 
that there is all the difference in the world between a balkanized | 
world economy at the bottom of a deflationary spiral, and a world 
economy with an enormous backlog of demand to make good and/ 
the hope of achieving some sort of integration under American f 
leadership. The prevailing despair is unwarranted. We _ have 
learnt many things in the last few years. In particular, we have 
got rid of the shibboleth of a balanced budget and have learnt | 
that exchange flexibility or an addition to the national debt is J 
infinitely preferable to mass unemployment. But that is a very [7 
different kettle of fish from the great new twentieth-century science : 
of bunkonomics. 
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The “Rayner” Case Again 
(i) A Legal Correspondent’s View 


HE article on this subject in the December number contains 

a number of statements which it is felt should not go un- 

challenged. According to the writer of the article, there has 
raged for years a controversy between two schools of thought in 
banking circles. The first school considers that a letter of credit 
must at least conform to the mandate given by the buyer to his 
bank, that the documents must conform exactly to the credit and 
that the bank’s undertaking is to be regarded as isolated from 
the contract of sale. The second or “ practical ’”’ school, which the 
writer apparently favours, has other views, but it is difficult to 
discover from the article what those views are other than to treat 
all the documents presented as one whole. Apparently, however, 
in practice bankers of this school will do all they can to help the 
beneficiary of the credit, possibly to the detriment of the buyer 
who, after all, is their customer. The present writer has been unable 
to discover either from his own experience or from discussions with 
many merchant bankers and foreign branch bankers any trace of 
this ‘‘ practical ’’ school among bankers. 

In normal times no difficulties arise. If the documents do not 
exactly conform, there are three courses open to the banker who 
opened the credit :—(1) He can take the risk presuming that his 
customer wants the goods and that his customer will therefore see 
him clear. (2) He can take an indemnity (which he usually calls a 
guarantee) from the presenting bank, and the presenting bank will 
generally give it. (3) He can ring up or telegraph his customer for 
instructions which he will be able to obtain almost immediately. 

As any banker dealing in credits knows, the cases where one of 
these courses is taken are legion. In the nature of things it is very 
frequent that full sets of bills of lading are not presented with the 
documents, and as often as not the presenting bankers’ indemnity 
for this and other deficiencies accompanies the documents when 
first presented without any previous request. The beneficiary 
probably knows nothing about it and the practice may tend to 
make him careless in preparing the documents. After all he should 
know his trade and, if goods called ‘‘ Coromandel Groundnuts ” 
in Denmark are invariably shipped from India as ‘‘ Machine-shelled 
Groundnut Kernels,” he should ‘‘ marry” his contracts properly 
and see that the credit instructions comply; and if the terms of 
the credit as advised do not, he should go back either to his buyer 
or his shipper and see that the descriptions tally. He cannot expect 
the banker, who owes him no duty except under the credit under- 
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taking, to take risks, and if the credit taker is not prepared to give 
a complete banker’s indemnity (as in the Rayner case), he cannot 
expect the banker who does not know the trade to take the risk. 
Now take the facts of the Rayner case. Hambros Bank were 
instructed to open a credit by the Aarhus Privatbank in Denmark 
whose customers were the buyers, the Aarhus Oliefabrik. Rayners 
bought from the Oilseeds Trading Company in India, who shipped 
on a Danish ship. The goods were stopped en route and, it is under- 
stood, seized in prize, since Denmark had been overrun by the | 
Germans in the meantime. The goods were therefore lost to the | 
buyers in any event. They would, therefore, not be willing to 
accept the debit in their account with the Danish bank if they 
could help it. Similarly, the Danish bank would refuse to accept 
the debit by Hambros Bank if they could, so that Hambros, if they | 
paid contrary to their mandate, would be left to carry the loss. 


There was no possibility of communication with the Danish principals | 


and the indemnity asked for was refused. When a case like that 
comes about it is then found that there is no such thing as a 
‘“‘ practical school” of thought among bankers. What had hitherto 
been regarded as a school of thought was, in fact, nothing more 
than the universal banking practice whereby the telephone, cable 
or the banker’s indemnity is normally brought in to assist commerce 
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in everyday difficulties. The question whether the documents 


individually or as a whole must conform to the terms of the credit, 


is not a question of abstract law, but must be one of interpretation | 


of the terms of the credit, and the point was never put for the 
plaintiffs in the Rayner case in any other way. Nor was the case 
mentioned in the article as an authority for the view, viz., Guaranty 
Trust Company of New York v. Van den Burghs, even cited. It 
seems to the present writer, therefore, that there could hardly be 
a school of thought holding the view that it is the documents as 
a whole that must comply. 

Much was made by Mr. Justice Atkinson in the Court below 
of the fact that by its terms the bill of lading did not guarantee 
that the goods were of the description set out and therefore the 
bill of lading was a useless document for the purpose, but that the 
goods were correctly described in the invoice (which incidentally 
was prepared by Rayners in London without seeing the goods), 
and the learned Judge stated that the invoice was a “‘ warranty ” 
by Rayners that the goods were as described. There is no authority 
for this latter view except the Judge’s own statement. But the 
bill of lading is the one document that represents the goods and 
which in many cases passes from hand to hand through a multitude 
of buyers. If the bill of lading does not describe the goods in the 
way they are described in the contract of purchase, the purchaser 
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will be in difficulties when delivering the documents on a resale. 
Moreover, the description in the bill of lading is that given by the 
original shipper, who is the one person who has actually seen the 
goods. These are some of the reasons why the banker regards the 
bill of lading as having such outstanding importance among the 
documents called for by the credit. 

One would have thought it was clear without waiting for the 
decision of the Court of Appeal that the banker who acts for his 
customer has no right to go beyond the terms of his mandate and 
try to hold his customer to it. But it is apparently only the non- 
practical school that tries to find excuses if the customer objects, 
the “‘ practical ’’ school apparently accepting the loss. This appears 
to be a new idea of the duty of a banker and one which is unlikely 
to find general acceptance in banking circles. 

The real fact is that the documentary credit has acquired its 
popularity not from bankers trying to force documents which do 
not strictly comply with their mandate on their customers, but by 
give and take among bankers and traders in normal times in the 
manner indicated earlier for the purpose of getting over any dis- 
crepancy. In abnormal times like the present the whole system 
on occasions inevitably breaks down. In the opinion of the present 
writer there is no need to alter the practice of bankers as a result 
of the recent decision, since the practice of bankers has hitherto 
been in accordance with it, difficulties being overcome by indemnities 
and the use of the telephone or cable. 

Lord Justice Goddard, in the course of his very clear and lucid 
judgment, made the following remarks: ‘‘ There are three people 
concerned where a banker’s credit is in question: there is the person 
who requests the bank to establish the credit, there is the bank 
who establishes it, and’ there is the beneficiary who has the oppor- 
tunity of drawing on the credit. The person who requests the bank 
to establish the credit can impose what terms he likes. If he says 
to the bank: ‘I want a bill of lading in a particular form,’ he is 
entitled to do it. If the bank accepts the mandate which he gives 
to them, they must accept it on the terms which their customer 
imposes. The bank can impose, as between themselves and the 
beneficiary, extra terms if they like. For instance, the bank does 
impose a term: ‘All drafts drawn hereunder must contain the 
clause: ‘‘ Drawn under confirmed credit ’’ so-and-so.’ The bank 
can say to the beneficiary: ‘ These are the terms upon which we 
will pay,’ and if they have only been authorized by their customer 
to pay on certain terms, they must see that those terms are included 
in the notification which they give to the beneficiary, and they must 
not pay on any other terms, and if they do pay on any other terms, 
they run the risk of their customer refusing to reimburse them. 
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It does not matter whether the terms imposed by the person who ‘ 


requires them to open the credit are reasonable, or seem to be 
reasonable, or unreasonable. Of course, they may be terms which, 
as between themselves and the benefici: ry, they would not be| 
entitled to impose. The bank is not concerned with that. Thy 
bank, if it accepts the mandate to open the credit, must do exactly 
what its customer requires it to do, and if the customer says 
‘I require a bill of lading for Coromandel ground nuts,’ the bank is 
not justified, in my judgment, in paying against a bill of lading for} 
anything except Coromandel ground nuts, and it is no answer to say : 
‘You know perfectly well machine-shelled ground-nut kernels are the 
same as Coromandel ground nuts.’ For all the bank knows, its) 
customer may have a particular reason for wanting ‘ Coromandel 
ground nuts’ in the bill of lading. At any rate, that is the instruc- 
tion which the customer has given to the bank, and if the bank} 
wants to be reimbursed by the customer, it must show that it has| 
performed its mandate. If I ask a person to pay money for me} 
—because, of course, the bank is remunerated for its letter of credit—-| 
or if I employ somebody at remuneration to pay money for me on 
getting a receipt in a particular form, and he pays the money and] 
does not get the receipt in a particular form, he has not carried out the | 
duty which I imposed upon him, and it would be no answer to say °| 
‘but I got a receipt which in fact gives you all reasonable protection. | 
My answer to that is: ‘ You are not concerned with the protection 
which you have given me. You are concerned to carry out the 
orders which I gave you, and you have not done it ’.’ 


Are there any, bankers in the City of London who would disagrec 


with that view ? 


[Our article was written by a senior — official specialising in 
documentary credits work. Ed. Banker. : 


The “ Rayner” Case 
(ii) A Commentary by H. C. F. Holgate 


N admirable statement of the implications of this case in 

the November issue of TrE BANKER calls for some brief 

additions where, in my opinion, the writer of the article has 
given less than adequate treatment to the subject. These arise from 
a failure to appreciate the historical development of commerce, as is 
hinted in the sentence, “‘ The extensive use of letters of credit by 
the commercial community, with resultant profit to the banks,” he 
says, “‘ was not built up by the first school,” meaning the school of 
thought that habitually regarded a letter of credit in isolation from 
the underlying contract of “sale, Letters of credit were in existence 
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over 700 years ago. They covered commercial transactions that 
were essentially simple in form, and dealt with classes of goods that 
were not qualitatively sub-divided as they are today. Trade nowa- 
days is highly complex and tends to become more so year by year ; 
it is with the bank letter of credit issued in these circumstances of 
mercantile specialization that we now have to deal. 

The class of issuer who built up the commercial letter of credit 
as we know it today was not a banking class at all, though it developed 
into the hybrid bank/acceptance house of modern times. Whilst 
originally such acceptors acquired fame through their knowledge of 
products and markets, and therefore had a practical monopoly of 
the credit business so long as it was based on that intimacy with 
the goods, they could doubtless undertake the issue and honouring 
of letters of credit with more efficiency than others not so experienced 
in trade. The next step forward is the development of tlie various 
markets so that goods are bought and sold on the evidence of the 
documents only, and for a time this kind of trading was financed, 
naturally enough, by those who were established as accepting 
houses. But at this stage the actual documents of commerce began 
to acquire an increasing significance, ranking with the physical 
passing of the goods. At each division of the marketing processes 
the documents assumed a larger importance, so that today a text- 
book writer can say,’“‘ It has been settled beyond doubt that per- 
formance of a contract of this (c.i. f.) nature can be effected only by 
the delivery of the apprepriate documents.” (See A. G. Davis, 
“The Law Relating to Commercial Letters of Credit.’ 

What has happened is that special knowledge of documents is of 
more relevance than experience of goods and markets. With their 
extra facilities for financing trade and performing other valuable 
services, banks can compete advantageously for commercial credit 
business, training the right type of staff for handling documents. 
Thus the dividing line between two schools of thought in the credit 
business is not, as the article suggests, a difference in outlook on the 
same subject, but the realization in the case of the modern bank 
acceptor that he is dealing with a different matter. If there exists 
a class of bank acceptor who prefers to look rather more at the goods 
than at the documents, then surely he is not keeping abreast with 
change ! 

Of course, there is always the argument that the law itself has 
not always been certain of itseli—has, in fact, supported one school 
at one time, and, later, the other. Again, it must be remembered that 
decisions given many years ago (e.g. the Bank of Montreal 
Recknagel, 1888) served as precedents for cases that were brought 
aflery the c.i. contract had acquired a new status in the eyes of 
merchants, and it is only of recent years that judicial notice has 
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been taken of the present bias towards the documentary nature of 
such contracts. As the writer of the discussed article points out, the | 
success of Hambros in the Court of Appeal settles the matter, con- 
firming the historical facts as set down in this paper. 

One further point emerges from this discussion. It has been | 
asked, ‘“‘ What protection does the buyer obtain if he instructs his | 
bank to call for a bill of lading describing the shipment in such | 
detail? ”’ seeing that most bills of lading contain “ disclaimer ” | 
clauses by which the Master of the vessel frees himself from any | 
liability to verify the shipper’s description. It seems to me not} 
irrelevant to suggest that the admittedly ‘“‘ documentary ”’ nature | 
of a c.i.f. contract provides the answer to this question. When the 


: 
: 


buyer takes the bill of lading with the original invoice attached he f 


may pass the bill of lading with a fresh invoice to a new buyer, and 
a detailed description by the original shipper on the bill of lading — 
serves as a warranty of quality of the goods. Seeing that continued | 
prosperity in commerce depends upon the maintenance of a sound | 
commercial reputation, this would not be an unimportant matter, | 
and the “ practical’ school must not assume that the sum total of | 
good in a contract is its legal significance. Law cases are the ex-| 
ception, not the rule; and despite the mental rigidity of the} 

‘theoretical ’’ school, its safeguards still enable many thousands | 
of transactions to be completed with scrupulous accuracy. 








| lutte After the War! 


By David Sachs 
] Die ievel of of post-war planning have too long remained on 


a 


the level of generalities. They must now be brought down to | 

earth by concentrating on practical, if not completely detailed, | 
schemes of tending or even curing some of the running sores of the 
economic system. Unless sucha salutary and timely dose of actuality 
is administered the very term will degenerate into a catch-word 
rivalling the blessed ‘‘ Mesopotamia ’’ in meaning all things to all 
men. Planning, like charity, begins at home, but should not stay 
there. We suggest, therefore, that one of the first problems meriting 


the attention of planners is that of the export industries of this) 


country. Professor Clay, in a recent number of the /conomic] 
Journal, has stated the dimensions of this problem and his figures 

are worthy of repetition. ‘“‘ In round figures (f£ million) on the eve} 
of the war British exports were 500 and retained imports goo; the | 
gap was bridged by 200 net income from overseas investments, 100 | 
from shipping, 50 from miscellaneous services and 50 from realization | 
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of overseas assets. It is to be expected that after the war a large 
part of our income from overseas investments will have gone and 
our indebtedness to other countries increased ; shipping income will 
probably be reduced by loss of tonnage and increase of American 
competition, while our need of imports will have been expanded by 
some increase of population and the need of materials to repair 
war damage. We may therefore be faced with the alternatives of 
increasing our exports and lowering our standards of consumption.”’ 
This statement tends perhaps to paint too gloomy a picture, par- 
ticularly if the United Nations can agree to settle their mutual 
indebtedness on lines dictated by common sense and equity, as 
expressed in President Roosevelt’s principle of equal sacrifice. A 
formidable gap in our balance of payments will, nevertheless, remain 
and it is to visible exports that we must chiefly look to bridge it. 
Of all the courses available, that of opening up new overseas 
markets offers the greatest possibilities. Coal and cotton, tradition- 
ally the two leading export industries, have substantially declined ; 
their place will have to be taken by such capital goods industries as 
machinery, transport vehicles, and so on. Indeed, export figures for 
the latter items show them to have been playing even before the 
war, an increasingly important part in this country’s export trade : 


U.K. Exports: 1913 1929 1938 
£.000 £.000 £.000 

Coal ; $s 53,660 48,617 37,411 
Cotton Yarn and F abrics ‘a 127,162 135,449 49,684 
Machinery .. os i x 37,013 54,359 57,907 
Vehicles... a cs i 22,392 50,249 44,640 


To place the problem in its proper perspective, a short diagnosis, 
trite but true, may be permitted. The neat division of the world 
into those countries which were primarily industrial and those which 
were primarily agricultural was the delight of all textbook writers 
of economics in the nineteenth century. The good old days came 
to an end when for a variety of reasons agricultural countries 
developed industrial ambitions while the industrial countries in- 
dulged in the luxury of growing their own food. These autarkic 
tendencies expressed themselves in an increasing rigidity throughout 
the economic system, obstructing the movement of capital, labour 
and goods. Except among those hypnotized by the “ mystique ”’ of 
restriction, agreement is widespread that out economic ills can 
only be alleviated by restoring mobility in varying degrees to all 
three factors. But for the great capitalist countries to loosen their 
purse-strings and distribute largesse indiscriminately is, as we found 
between 1924 and 1929, not enough. During that period lending 
and borrowing, to quote the w ords of Sir Arthur Salter in his book 
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Recovery, were “ reckless, extravagant and wasteful.’’ The scale of 
borrowing is shown in the following table : 


$m. 
Germany ad e “ig i 4,000 
Australia ig id fa i 1,360 
South America = at i 2,100 


It is, of course, the normal course for an expanding country like 
Australia or those of South America to be borrowing capital. But 
it is unlikely, Salter points out, that Australia, with a population of 
only about 6 million, was wise in borrowing as much as £260 million 
in seven years. “ Still less probable is that it was wise for an already 


highly developed country like Germany to borrow from abroad in } 


two years (1927-28) over $2,000 million.’ 

Apart com those few loans administered under the direct xgis 
of the League of Nations, no control was exercised over the applica- 
tion of the loan proceeds. The results were little short of disastrous, 
and to form a guide for future action, Salter suggests a Charter of 
Public Loans to be drafted by a Joint Committee of the League of 
Nations and the Bank of International Settlements. The principles 
of the Charter, as outlined, do not take us very far. He gets closest 
to the kernel of the matter when he says “ substantial loans need 
consideration in relation not only to the particular purpose for 
which they are destined, but also to the general economic structure 
of the country. If a country’s economy is on a fundamentally 
unsound basis, if it is not ‘ viable’ because ‘of the commercial policies 
of neighbouring states, an inflow of new capital may only perpetuate 
and increase the underlying weakness.” 

International co-operation to co-ordinate the various national 
commercial policies, as laid down in the Atlantic Charter, must be 
a plank in any platform of economic reform. That, however, is a 
matter largely of goodwill. Of more practical character is the 
problem of knowing what criteria to apply in deciding whether an 
inflow of new capit< al may have undesirable effects. For long-term 
planning, as has been pointed out in these pages, some attempt is 
needed to ascertain the most efficient international “ division of 
labour’ in the long run. A series of articles entitled ‘‘ Industrializa- 
tion Overseas ’’ in the Bulletin of the Royal Institute of International 
Affairs sets out to formulate some of the relevant criteria on which 
to decide whether a particular industry is qualified to receive new 
capital on the basis of this underlying principle. The writer’s approach 
to the problem is in a sense the application in the international 
sphere of the tehnique evolved by economists in dealing with the 
theory of the location of industry in general. It is to analyse into 
broad categories the various factors —capital, raw materials and 
labour—-which in the light of experience are shown to be needed in 
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different types of industry. The resources of a number of countries 
are in a rough and ready way also tabulated, and from this data 
certain tentative conclusions are drawn 

The provision of capital is, of course, a particular aspect of our 
general problem. We know that heavy industries need a greater 
amount of capital in relation to the number of persons engaged 
in them than the consumption goods industries, although the figures 
quoted by the author in regard to Palestine are not particularly 
apposite. In the past, however, the newer countries have only 
been able to borrow at high rates of interest ; and to the extent that 
such funds are utilized in capital goods industries, these are by 
reason of the heavy service charges at a relative disadvantage. 
Here the experience of the British railway companies in South 
America supplies the aptest of commentaries. Both in the interests 
of British exports and of the dev elopment of the new countries it 
is, nevertheless, desirable that the cost of providing capital should 
be reduced. If certain. criteria can be satisfied, an international 
government guarantee of the loan after the model of certain League 
reconstruction loans should cut the cost substantially. The value 
of the articles mentioned lies precisely in the attempt made to set 
out the basis on which these criteria may be formulated. 

Of the new countries analysed, South Africa and China appear 
to possess the highest proportion of power and iron resources per 
head of population compared with their agricultural resources. 
They are, thérefore, deemed to have a comparative advantage in 
manufacture. Next in order on the same basis come the U.S.S.R., 
Canada, Poland, Brazil and japan. The table of raw material 
resources is more illuminating when read together with the one 
showing comparative labour costs in the various countries. Here it 
is intere _— to note that with the exception of South Africa, where 
unskilled labour supplied by the coloured population is poorly re- 
munerated, unskilled labour is in most new countries paid roughly 
between 60 and 8o per cent. of the rate earned by skilled labour ; 
where living standards are high, that is to say, labour costs, whether 
skilled or unskilled, also tend upwards. Clearly, such countries 
should ‘‘ specialize on industries which need relatively little labour 
in relation to imported raw materials and in general on those in- 
dustries where the average level of skill required is relatively high.” 

The overriding necessity for ensuring a direct link between 
lending and exports raises a number of delicate questions. It may 
not be possible because of the risks involved to induce industrialists 
in the lending country to set up new industries overseas. This would 
perhaps be the ideal way for the process to be set in motion, since 
there would then be an assurance that the people with the best de- 
tailed knowledge of the industry would be entrusted with its solution. 
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If the loans, however, are made faute de mieux by way of transfersf 
between Governments, the strictest control should be exercised over 
the application of the proceeds. In particular, no foreign money 
should be used for stimulating public works except to the extent 
that the latter require the import of indispensable foreign machinery. 
Foreign loans should not be made to atone for the errors of a wrong 
domestic fiscal policy. In any case, the trend which was making 
itself felt before the war, for manufacturers in the highly indus- 
trialized countries to set up branch works overseas, should be greatly 
encouraged. This method usually does link up the export of capital 
with an export of goods, and also ensures that the possibility of 
transferring profits is a more or less direct function of the success 
of the industries set up. This is a great advance over the Government 
loans procedure, with its relentless raising of the question of trans- 
ferring interest at fixed dates irrespective of the capacity of the 
country concerned to pay. 

Even the most cursory examination of the data presented in the 
series of articles mentioned above shows that the British Dominions 
are amongst those countries which offer the best prospects for in- 
dustrialization. With regard to at least two of them, Australia 
and New Zealand, industrialization pure and simple is not enough, 
since the productivity of primary industries in those countries is 
substantially greater than the productivity of secondary and tertiary 
industries. Unless the population of these and other overseas 
dominions increases much more rapidly than is usually contemplated, 
the advantages of industrialization will be materially reduced. It 
is, therefore, desirable that the flow of fresh funds into these countries 
should be associated with a declaration by them that they are pre- 
pared to adopt a more generous immigration policy. In the interests 
of. their own national defence this would also seem highly desirable. 

Much detailed research still awaits the planners, but the general 
lines of their exploration should, it is submitted, follow those sketched 
in the articles. For however much we may discount the reliability 
of the data on grounds of incompleteness the general pattern pre- 
sented carries a certain conviction. In general, the process must 
be encouraged of removing people from areas or industries of low 
productivity to those areas or industries of potentially high pro- 
ductivity. In this process the renewal of foreign lending on the 
lines we have adumbrated has the leading part to play. By pro- 
moting the export of manufactures (including even consumption 
goods over the short term) there would be a corresponding diversion 
of the factors of production from primary industry ; and as Colin 
Clark has shown (pace The Conditions of Economic Progress), such a 
movement tends to shift the terms of trade in favour of primary 
producers. That, after all, is what we have been seeking to secure 
during the last twenty years. 
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The Banking Year at Home 


N his recent article, Mr. McKenna stated categorically that 

“no bank has yet become liable to E.P.T.’”’ This fact must 

rank as the most interesting banking feature of the year; for 
at the end of November, as will be seen from the table below, bank 
deposits stood {£1,227 millions—or 55 per cent.—higher than. in 
August, 1939. .And the 1942 earnings on the additional assets, on 
the usual assumption that the advances lost were earning an average 
of 4 per cent., would give an increase of some £10,500,000 over 1939. 
The fact that the banks have not become liable to E.P.T. would 
seem to imply that the whole of the earnings on these war-time 
assets have been offset by higher costs or the loss of pfe-war sources 


CLEARING BANK DEPOSITS AND ASSETS 
Average 11 months, Jan./Nov. 


November, Change Change Change 

1942 on August, 1939 1942 0nN1I94I 1941 on 1940 

£m. £{m. fm. m. 
Deposits... «s Gat + 1,226.8 + 305.7 + 451.3 
Cash ie ae 366.7 + 133.8 + 29.3 + 43.2 
Call Money.. Es 134.6 - 2.9 2.3 — 14.0 
Discounts .. v ZAT 2 — 37.9 + 1.5 — 142.6 
1. we ne 803.5 + 803.5 + 147.8 + 419.9 
Investments «> Keep oe + 518.0 + 179.5 + 230.4 
Advances .. i 763.0 221.5 62.4 — 97.8 


of income. We all know that operating costs have in fact risen, 
that the banks have lost many sources of incidental revenue, and 
that some war-time advances carry a rate of no more than 2} per 
cent. Yet it seems surprising that these factors in combination 
should account for more than £10,000,000. A decline of 4 per cent. 
in the average rate on outstanding advances, for example, would 
represent only £4,000,000. 

The disparity between published profits and true profits is, 
of course, irrelevant, since we have to explain the absence of any 
increase in total profits. Among the technical accounting factors, 
the possibility of large profits on realization of investments in the 
E.P.T. base years must be borne in mind. Recoveries of doubtful 
debts can apparently be left out of account, since they do not enter 
into the profits of the year. Provision for bad and doubtful debts 
would help to explain immunity from E.P.T. only if the sums 
provided were very much larger now than in the base years, or 
alternatively if recoveries of bad debts were very much smaller 
than in the base years, neither of which assumptions appears very 
likely. There, perhaps, the matter must be left. It is interesting 
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to be told that the banks have not incurred liability to E.P.T., 
but it would have been still more interesting to be told how this 
position comes about. And since it is so much in the interest of 
the banks that the public should have correct ideas on this question, 
one can only regret that the explanation has not been forthcoming. 
So far as actual banking trends are concerned, the chief point 
of contrast with 1941 has been the very much smaller expansion 
in deposits. Over the twelve months to November, as will be seen 
from the next table, the increase amounts only to £264 millions, 
which is not only little more than half the expansion of £506 millions 
in the preceding twelve months but is also nearly {100 millions less 
than in 1939/40, when war expenditure was of course on a very 
much smaller scale. 


CHANGES BY TWELVE-MONTALY PERIODS 
Nov., 1939, Nov., 1940, Nov., 1941, 
to | to to 
Nov., 1940 Nov., 1941 Nov., 1942 
£m. fm. f{m. 
Deposits .. . ; - 357. + 506.3 +- 263. 
Cash 992 7 + 39. + 46.8 + 35. 
Call Money. a i - I. - 13.8 + 8. 
Discounts .. ei “2 - 14.6 — 93.0 - ie 
pps A ss Bs Pe +- 236. + 415.0 - 152.5 
Investments a4 ‘a + 132.0 + 255.9 + 118. 
Advances .. os ed — 91.7 — 114.2 — 46. 


Thus, the expansion in deposits during the past year has been 
no more than 8.2 per cent., compared with 18.8 per cent. in the 
preceding twelve months and 15.2 per cent. in 1939/40. 

For this striking change in the ¢empfo of credit expansion, most 
of the credit must be given to the tax reserve certificates issue intro- 
duced in December, 1941. Thanks to the initial rush of subscriptions 
to this issue, coupled with a peak revenue inflow, the current deficit 
in the January~March quarter of 1942 amounted only to {£427 
millions, compared with {803 millions in the corresponding months 
of 1941. In consequence, clearing bank deposits during the first 
three months of the year showed a contraction of as much as £257 
millions, against only £36 millions in 1941. It is the divergent 
movement in these three months which accounts almost entirely 
for the very much smaller ‘increase on the year. Although the 
outstanding issue of tax reserve certificates has since increased 
from {191 millions at the end of March to £432 millions at the end 
of November, the expansion in deposits during the five months 
April to August was exactly equal to that in the corresponding 
months of 1941, at £233 million. During September and October, 
deposits rose only {120 millions, against £178 millions in 1941, but 
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in November the increase was £48 millions, against £33 millions. 
Since there is no doubt that most of the funds invested in tax certi- 
ficates would otherwise have been held on bank deposit, it seems 
reasonable to suppose that but for tax certificates the expansion in 
deposits would have been some £400 millions greater, or, say, 
23 per cent. 

At this level, the expansion in deposits would have continued 
to run very closely parallel to that in the note circulation. As will 
be seen from the next table, the increase in the active circulatian 
over the past year has amounted to {162.9 millions, or 22.4 per cent., 
compared with {122.1 millions, or 20.2 per cent. in the preceding 
year. Since August, 1939, the note circulation has risen by, say, 
66 per cent., compared with an increase of 55 per cent. in bank 
deposits, a divergence which seems quite reasonable in view of the 
expansion in the wages bill. 


SUMMARY OF BANK RETURNS 

1942 1941 1939 
Dec. 9 Dec. 10 Dec. 13 

£m. £m. £m. 

Fiduciary Issue.. ss ie 950.0 780.0 550.0 
Active circulation is aa 889.5 726.6 545.1 

Banking Department :—- 

Reserve 3 i as 61.4 54-5 36.2 
Total Securities is ‘i 154.0 155-9 155-9 
Total Deposits .. ns es 197.6 192.6 174.2 


In October, clearing bank cash was {21.9 millions higher on the 
year, till money accounting only for £8.4 millions, according to the 
Bank of England’s figures, and balances at the Bank for the 
remaining {13.5 millions. Yet it will be seen from the table that 
the deposit liabilities of the Banking Department have risen very 
little on the year. The explanation is to be found in the very much 
reduced immobilization of credit on public deposits, a feature which 
was discussed in last month’s issue. As Mr. W. C. T. King has 
pointed out, this reduced immobilization of funds may be taken 
as an indication of the success of the new technical devices, for 
although the authorities no longer overstate their floating debt 
requirements with the object of avoiding Ways and Means borrowing, 
such borrowing has not in fact increased at all sharply. 

On the assets side, the principal trends have been chiefly a 
continuation of those in evidence during 1941, namely, declining 
advances and rising investment and T.D.R. holdings. Advances, 
which were overtaken by investments in june, 1941, have in conse- 
quence now fallen to third place, with deposit receipts as the second 
largest asset. The principal movements by quarterly periods are 
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shown in the following table :— 
MOVEMENTS BY QUARTERLY PERIODS 
(£ millions) 

Money Market 
Deposits T.D.R. Assets Advances Investments 

1940—IV .. + 203. + 222. — 121. - 30.8 + 74-3 
1941— I .. - 35- + 60.5 — 97. + 2.1 + 49.6 
an. ad 181. + 108. + Q. - 48.9 + 59.2 

III .. + 168. + 49. + 113. - 33.0 + 59. 
ay aw 6 BEE. + 227. — 136.7 — 19.5 + 59. 
. + $2. 
+ &. 
+ 38. 
+ 20. 


1942— I .. — 257.: — 282. — 12.9 - 31.0 
II .. + ror. + 67. + 139.8 37-4 
III .. + 95. + 150.5 — 36. — 25.9 
ae sc | ORS. + 110.5 + 27.5 11.4 
* October/November only. 


N&O WW 


It will be seen that in the first quarter of 1941, banks effected the f 
transfer revenue by allowing bill holdings to run down and actually 
added to the T.D.R. holdings. In the first quarter of 1942, by [| 
contrast, T.D.R. holdings were reduced by no less than £282.5 
millions, or more than the whole of the decline in deposits. In the 
first quarter, also, the downward trend of advances was reversed 
for the first time since the outbreak of war, but this proved to be 
quite temporary and was probably due largely to the finance of 
payments. 

In spite of the sharp contraction in T.D.R. holdings during the 
first quarter, bills discounted touched a record low level in February 
of only {111.5 millions. The encashment of Treasury deposit receipts 
being restricted to specific purposes, so small a discounts portfolio 
might obviously be very inconvenient, and in the succeeding months 
the banks took the opportunity to rebuild their bill holdings. Hence 
movements in money market assets show very little correlation with 
the trend of the tender Treasury bill issue. A contraction of {60 
millions in outstanding tender bills in the first quarter was exactly 
made good by the end of June. Yet in the first quarter clearing bank 
money market assets declined only £13 millions, while the succeeding 
three months saw an expansion in this item of as much as {140 
millions. It may be mentioned that in the following quarter money 
market assets declined again by £36 millions, although the tender 
issue was unchanged, and in October-November recovered only by 
{27 millions, although in those two months {£65 millions was added 
to the tender issue by the increase in the weekly offer. 

Over the twelve months to November, as will be seen from the 
table on page __, the expansion of £264 millions in deposits had its 
chief counterpart in an increase of £152 millions in Treasury deposit 
receipt holdings and of {117 millions in investments. In each case, 
these movements are very much less than in the preceding twelve 





























lio 


ice 


40 








THE BANKING YEAR AT HOME _ 31 
months. Similarly, the decline in advances amounts on balance 
only to £46 millions, against {114 millions, although this is due very 
largely to the short-lived recovery in the first quarter of 1942, 
recent months showing little signs of a flattening out of the downward 
trend. 

Taking investments and advances together, it will be seen, the 
two main earning assets have increased on the year by £72 millions, 
equivalent to just over 27 per cent. of the increase in deposits during 
the period. This is fully up to the wartime average, for the net 
increase in earning assets of £296 millions since August, 1939, pro- 
vides the counterpart for only about 24 per cent. of the wartime 
expansion in deposits. 

Even so, the abnormal liquidity of the system has become still 
further accentuated during 1942, as is shown by the next table. 
Although the combined ratio of cash, call money and bills has 
declined slightly from 21.9 to 21.4 per cent. of deposits, it will be 
seen, T.D.R. holdings now represent as much as 22.2 per cent. of 


CHANGE IN BANKING RATIOS 

















August, November, November, 
1939 1941 1942 

£m. % £m. % £m. % 
Deposits .. 4 os 2,245 100.0 3,208 100.0 3,472 100.0 
Cash a a = 233 10.4 332 10.4 367. —-:10.6 
Call money ay ss 147 6.5 126 3-9 135 3-9 
Bills ‘a ou a 279 ~«12.4 246 7.2 241 6.9 
Pre-war “liquid assets” 659 29.3 704 21.9 9743 31.4 
- 2 ai a Ss — _ 651 20.3 804 23.2 
Total ‘‘ Liquid assets ”’ 659 29.3 1,355 2.2 1,547 44.6 
Investments oa ; 599 26.7 999 3I.I L,I27 2.2 
Advances is aS 984 43.8 809 25.2 763 22.0 
‘Earning assets’ ee 1,583 70.5 1,808 56.3 1,880 54.2 


deposits against 20.3 per cent. in November, 1941, and no more 
than 8.7 per cent. a year earlier. Thus the ratio of all “ liquid 
assets ’’ has now risen to 44.6 per cent., against 42.2 per cent. a year 
ago and a normal pre-war level of around 30 per cent. On the other 
hand, the ratio of the main earning assets, which before the war 
was over 70 per cent., now stands at only 54.2 per cent., against 
56.3 per cent. a year ago. In sum, it can be said that during 1942 
the banking system has continued to provide an efficient and in- 
expensive means of war finance. Since both cash and call money 
represent lending to the Government at one remove, it can be said 
that the clearing banks have now provided over {1,400 millions 
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towards the finance of the war, or considerably more than the total 
expansion in their deposits, the proceeds of repayments by private 
customers ha ring also been invested, directly or indirectly, in 
Government securities. As Mr. McKenna has pointed out, this has 
cost the Government an average of no more than 1? per cent. And 
the banks have not, appa ‘ently, required in payment for their 
services any addition to normal pre-war profits, even though it is 
only the public confidence built up by the banks over a long period 
of years that has made possible this process of cheap and “orderly 
credit expansion. 


American Basking Trends 


N the United States, the chief effect on the banking system of 
twelve months of the “ shooting war ” has been the disappearance 
of most of the former slack in the banking position. As is well 

known, several years of cheap money prior to 1941 failed to bring 
about the full employment either of economic resources or of 
banking resources. Although interest rates were at rock-bottom 
levels and the system had within itself the seeds of an enormous 
potential credit expansion—the “ inflationary tinder ’’ which worried 
American banking opinion so much—-the actual demand for banking 
accommodation remained sluggish. Coupled with the continued 
influx of gold, this situation led to the growth of exceptionally 
heavy excess reserves, which reached a peak of around $7,000 
millions in the autumn of 1940. 

Within the past year, this trend has been abruptly reversed. 
The really substantial inflow of gold came to an end in mid-1941. 
in the twelve menths to August, 1942, the monetary gold stock 
was practically unchanged on balance, as will be seen from the 
table opposite, summarizing the movement of the chief factors 
in the banking situation. What has hitherto been the chicf source 
of additions to reserve balances has thus dried up almost completely. 
On the other hand, reserve requirements have been rising steadily. 
Bank reserves have in fact been suhjected to a doubie source of 
pressure. The first source of strain has been a sharp expansion in 
the demand for currency-—the equivalent of our own rising note 
circulation—which reduces deposits and reserves by an equal amount, 
to the detriment of reserve ratios. In the twelve months to August? 
as will be seen from the table, money in circulation rose by over 
31 per cent., following a rise of 233 per cent. in the preceding twelve 
months. by De sember roth, mot 1ey in circulation had further risen 
to $14,986 millions, an increase of over 36 per cent on the year. 

Secondly, reserve requirements have been increased by an expan- 
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sion in the earning assets, and therefore in the deposits of the 
member banks. In this expansion, the chief operative factor has, 
of course, been the rapid creation of Government debt for the finance 
of the expanding war effort. Between June, 1941, and June, 1942, 
the outstanding total of U.S. Government debt rose by $23,461 
millions to $72,422 millions, and the June 30 call showed that the 
holdings of Federal Reserve member banks over that peried had 
increased by $6,020 millions to $24,098 millions. In other words, 
the commercial banks held about one-third of the total Government 
debt and had absorbed about one-quarter of the recent increase. 
By August, the outstanding debt had further risen to $81,685 
millions, and the holdings of the wee kly reporting member banks 
alone showed an increase of $5,407 millions on the year. 

By contrast, the demand for banking loans still shows remarkably 
little expansion having regard to the increase in the war effort. 
As in this country, one reason for this is undoubtedly the fact that 
loans for war purposes are being offset by repayments of non-war 
loans. Thus, the more stringent regulations with regard to hire 
purchase finance have been refiected in a decline in consumer 
instalment loans from a peak of $1,690 millions in September, 1941, 
to $1,064 millions in August last. On the deposits side, the net 
effect has been an expansion of some Io per cent. in the adjusted 


demand deposits of the week ly reporting banks over the twelve 
months to y sonal 

For all the member banks, the expansion in deposits has meant 
an increase in required reserves —— $7,987 millions to $10, 375 
millions, during a year in which actual reserves have in fact deciine »d 
by $381 n iillions. In consequence, excess reserves have come down 
with a run from $5,017 millions in August, Ig41, to no more than 


MONETARY AND BANKING TRENDS IN . S. 
August, August, August, 
1940 1941 
$m. $m. 

U.S. Government direct debt -. 43,905 50,921 
Mone tary gold stock .. ‘3 .. 20,718 22,719 
Keserve Bank credit .. ie e 2,505 
Money in circulation .. a i 7,967 
Member bank reserves :— 

Actual ag _ ig . 13,408 

Excess ar via hd 1,407 5,017 2,248 
Reporting member ba unk 

Loans ae 7 ais i 8,504 10,661 10,600 

Investments a 15,036 18,281 23,433 

(Of which U.S. Govt. « sbligations) : 11,994 14,578 19,985 
Demand deposits adjusted .. .. 20,878 24,343 26,633 
Time deposits* 2 aa es 5,155 5,454 5,136 
Bank debits... i 4 39. S44 42,853 49,109 

* Except int rbank, States 
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$2,248 millions a year later. As a result, Federal Reserve policy 
has in some respects been thrown into reverse. As recently as May, 
1941, the Federal Reserve authorities were demanding the legal 
power to double reserve requirements as a necessary means of 
retaining control over the banking position, while as late as November, 
I94I, an increase in reserve requirements was actually put into 
force which had the effect of skimming off a further $1,170 millions 
from excess reserve already well below the peak levels of the previous 
year. By this increase, reserve requirements were raised to 26 per 
cent. for Central Reserve City banks, 20 per cent. for Reserve City 
banks and 14 per cent. for country banks, time deposits requiring 
6 per cent. for all classes of banks. Since that time, the reserve 
requirements for Central Reserve City banks have been reduced in 
three successive stages to only 20 per cent., or the same as for 
Reserve City banks, without any change in requirements for the 
other classes of banks. This power to make differential changes 
in reserve requirements represents a new weapon in the Federal 
Reserve Board’s armoury of instruments of credit control. 

The innovation is a logical response to the sweeping changes in 
the distribution of excess reserves which have accompanied the 
decline in excess reserves in the aggregate. As will be seen from 
the following table, even the relaxation in reserve requirements has 
not sufficed to prevent a fall in the excess reserves of the two Central 
Reserve Cities—New York and Chicago—to negligible proportions :— 


DISTRIBUTION OF EXCESS RESERVES 
All Central Reserve Reserve 

Member City Banks City Country 

Banks New York Chicago Banks Banks 
August :— $m. $m. $m. $m. $m. 
1939 .. 3 4,607 2,587 363 1,046 611 
1940 .. ‘ 6,407 3,344 499 1,748 816 
Ig4I .. a 5,017 1,898 403 1,824 892 
1942 .. i 2,248 286 60 1,091 812 


a,e 


The explanation of this movement is not far to seek. New York 
has been doubly affected by recent banking trends. On the one 
hand, it was formerly the chief beneficiary of the reserves created 
by the gold inflow, which has now dwindled into insignificance. 
On the other hand, its actual reserves tend to be drained away 
under war conditions to other parts of the country, since the Treasury 
is raising in New York by way of taxation and loans far more than 
it is paying out in that centre, whereas in the industrial districts 
the reverse is the case. In effect, New York is faced with a severely 
unfavourable balance of payments vis-d-vis the rest of the country ; 
and as on so many other occasions in other contexts, the monetary 
authorities have found it inexpedient to correct that unfavourable 
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balance by a wholesale deflation of credit which would cut down 
spending in the New York area and attract short-term funds from 
elsewhere by a sharp rise in interest rates. Under war conditions, 
such a rise in interest rates would be particularly undesirable. On 
the other hand, if the disequilibrium between Government receipts 
and disbursements were a permanent state of affairs, it is difficult 
to see how the necessary transfer of purchasing power would ever 
be effected if New York were permitted a localized expansion in 
credit by successive relaxations in reserve requirements. Fortunately, 
it is to be supposed that the problem is only a temporary one, due 
largely to the time-lag in the collection of increased taxes, so that 
the problem may never have to be faced squarely. 

Though the authorities have released New York from the real 
deflationary pressure inherent in the present state of accounts, they 
have nevertheless kept the monetary position in that centre on a 
sufficiently tight rein to bring about some slight hardening of short- 
term interest rates. Thus, the yield on Treasury bills rose from 
negligible levels to about 3 per cent. At the beginning of November, 
this was countered by a reduction from 1 to 4 per cent. in the New 
York Federal Reserve Bank rate for advances to member banks 
against direct obligations of the U.S. Government callab’e or matur- 
ing within one year. The reduction does not apply to the 
rediscount of other eligible paper, nor to advances against such 
paper. In other words, the reduction introduces a new differential 
designed to encourage the banks to take up short-term Government 
securities more readily than other assets. For obvious reasons, 
this is a useful improvement in technique at the present juncture, 
especially as the supply of Treasury bills is being increased to 
facilitate reserve adjustments now that excess reserves are at low 
levels. Under present conditions, the authorities are prepared to 
rediscount Government paper to any extent necessary to preserve 
easy credit conditions and enabling the banks to increase their 
holdings of Government bonds and the Federal Treasury to borrow 
at low rates. This explains what by normal banking practice would 
be a paradoxical measure, i.e. a reduction in Bank rate as a response 
to a rise in market rates. 

Although most of the slack in the banking position has been 
taken up, this naturally does not mean that there is any danger of 
credit stringency which might hamper the finance of the U.S. war 
effort. Though the gold inflow no longer provides any source of 
substantial additions to bank reserves, it is still possible for the 
Federal Reserve Banks to increase reserves as needed by op-market 
operations and the rediscount of eligible paper. Hence, it is interesting 
to note that the volume of outstanding Reserve Bank credit, which 
until twelve months ago had been stable for many years past, has 
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in recent months shown a perceptible increase to $3,560 millions 
in August, against only $2,284 millions a year earlier. In consequence, 
the reserve ratio of the Federal Reserve Banks declined slightly 
from g1 to 86 per cent., but at the latter level is obviously sufficient 
to provide a basis for additional credit for a considerable time to 
come. Nevertheless, this does not solve one important difficulty 
from which our own authorities were free, namely, the impossibility 
of controlling the banking position by means of a quantitative 
control of credit at a time when all credit demands for essential 
purposes must be granted and all other demands should be refused. 
In the more diffuse American banking system, a qualitative control 
of credit, except for special purchases such as consumer instalment 
buying, is probably out of the question. Thus America will be forced 
to rely, even more than this country, upon physical instead of 
financial controls to curb inflation, and it is satisfactory to sce that 
an adequate structure of such controls is now bei ing erected. 


Banking in Avie eedlied Countries 
By Paul Einzig 


HE past year witnessed some spectacular developments in 

banking in the Far East, as a result of the Japanese occupation 

of a number of countries. In Europe, too, the consolidation 
of German rule in a number of conquered or satellite countries 
resulted in some important banking developments. Doth Germany 
and Japan have adopted the policy of securing the contro! of the 
banking system in the territories under their rule. But while 
Germany has applied subtle devices to that end, Japan has resorted 
to much cruder methods. 

The German invaders did not at first interfere with the banking 
system of the conquered countries. All banks, including Central 
Banks, were allowed to carry on, under the supervisio n of the German 
or local quisling authorities. Subsequently, the leading German 
banks acquired a participation in the share capital of all the best 
banks. Whether or not the extent of their participation was sufficient 
to secure control in law, in fact the German shareholders were in 
a position to force their will on the banks concerned. German banks 
also opened affiliates or branches in ee or vassal countries. 
In all instances, the money required was provided by the countries 
concerned, and the reichsmark counterpart of the amounts involved 
were simply added to the frozen balances of their Tespec tive Central 
Banks with the Reichsbank. The acquisition of the control over 
the banking system of the German-controlled countries was therefore 
a sophisticé ited form of robb ery, since the Germans took advaniage 
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of their domination to acquire something for nothing. Nevertheless, 
the outward forms of legality were observed, and nominally the 
banks continued under their original administrations. 

The Japanese conquerors resorted to a totally different method. 
Their first move after the conquest of a country was to close down 
the banks controlled by British, American or Dutch interests. The 
banks were allowed to repay deposits up to a certain limit, but were 
not allowed to do new bosiness, and the intention is to liquidate 
them altogether. In many instances this has already been done. 
The first impression was that these drastic measures against Allied 
banks were taken in retaliation for the liquidation of Japanese 
bank branches by the Allies. In reality, this was not the position 
at all. The Japanese branches have always played a very small 
part in the banking system of this country or of the United States, 
and once trade with Japan ceased they lost their raison d’étre. 
Their liquidation was therefore no loss to anybody. On the other 
hand, the British, American and Dutch banks played a vital part 
in the banking systems of the Far Eastern possessions of the three 
Allies. Indeed, they played an incomparably more important part 
in the economic life of the countries concerned than the banks 
controlled by native interests. The closing down of these banks, 
therefore, affected the economic life of the Japanese-conquered 
countries to a considerable degree. 

Nor were the Japanese banks in a position to replace at short 
notice the banking facilities thus wantonly destroyed. For one 
thing, owing to the rivalry that exists between the military party 
represented by the Tojo Government and the big banking families, 
the Government refused to authorize privately-owned Japanese 
banks to establish themselves in the conquered countries of the 
South-Western Pacific. Only officially-owned banks, the South 
Seas Development Bank, the Bank of Taiwan and the Yokohama 
Specie Bank, were allowed to open branches in Hong Kong, Malaya, 
the Dutch East Indies, the Philippines and Burma. Neither these 
nor the few privately-owned Japanese branches that had existed 
there before the conquest were able, up to the time of writing, to 
replace the banking facilities that ceased to exist as a result of the 
liquidation of the Allied banks. The result was that the local 
merchants, planters or industrialists found it difficult to satisfy 
their credit requirements. If they were producing goods required 
by Japan, then they were granted credit facilities by the official 
Japanese banks. If, on the other hand, the Japanese authorities 
were not interested in their activities, then they were unable to 
obtain credit and had to curtail or even stop their work altogether. 
Consequently, the Japanese banking policy in the occupied countries 
accentuated to no slight extent the depression caused by the scorched 
earth policy, the confiscation of the property of Allied nationals, and 
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the “ reorganization ’’ of the economic systems of the countries to 
fit them in with the so-called “‘ co-prosperity ’’ scheme. The closing 
down of Allied banks produced a distinctly deflationary effect. 

Sooner or later, the Japanese banks operating in the conquered 
countries will be able to finance these countries, but even then the 
credit policy of these banks will be guided entirely by Japanese 
interests. Possibly later the privately-owned Japanese banks will 
be allowed to open branches, and they may be somewhat more 
elastic than the Government-controlled banks. 

The only Japanese-occupied country where Asiatic banks are 
important is China. With the occupation of Shanghai, Japan has 
secured a financial centre of first-rate importance. In Shanghai, 
as elsewhere, the European and American banks were closed down, 
though German banks were allowed to remain open. No measures 
were taken against Chinese banks, provided that their owners 
declared their allegiance to the Nanking quisling Government. The 
Nanking authorities have even re-opened the branches of the Bank 
of China and the Bank of Communications, which were closed down 
by the Chungking Government. New banks were formed to operate 
these branches, in order to take advantage of the goodwill their 
name enjoyed among the population. A number of other Chinese 
banks were also created, owing to the presence in Shanghai of vast 
amounts of funds that sought refuge there. In Shanghai, and in 
the occupied parts of China in general, Japan pursued the same 
banking policy as Germany pursues in Europe. 

Meanwhile, Germany has consolidated her stranglehold over the 
banking systems of the European continent. A number of addi- 
tional banks came under German control in countries which have 
for some time been under German occupation. French financial 
interests were forced to relinquish in favour of German interests 
their participations in Central and South-Eastern European banking. 
Not only the two leading commercial banks, the Deutsche Bank 
and the Dresdner Bank, but even second-rate banks have secured 
participations in various conquered countries, and in vassal states. 

In the occupied part of Soviet Russia, the conquerors inherited 
no banks to take over, for the State Bank of the U.S.S.R. was the 
only bank. So the German authorities proceeded to establish two 
banks of issue, in the Ukraine and in “ Ostland”’ (White Russia 
and the Baltic States), and also a number of officially-controlled 
banks to play the part of commercial banks. In the Baltic States, 
the existing privately-owned banks were mostly absorbed by German 
banks. In Poland, too, German banking penetration was less subtle 
than in Western Europe, though not quite so open and crude as 
Japanese banking penetration in East Asia. 

In her policy of banking penetration, Germany sought to entangle 
the banking system of the European continent to the highest possible 
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degree, in order to increase the difficulties of disentanglement after 
the war. Thus, the Deutsche Bank, which controls the Credit- 
anstalt, passed on to that bank part of its participations in various 
Central and South-Eastern European banks. Dutch financial 
interests were forced to take a participation in the financing of Eastern 
Europe, while the Banque de I’Indochine of Paris was allowed to 
secure a participation in the Nederlandsche Handels Maatschappij. 
On the other hand, natural connections between Czech and Slovak 
banks or Serbian and Croatian banks were severed. 

Among the Central Banks in Axis-controlled countries, the 
Bank of Java is going to be liquidated. The fate of the Bank of 
the Philippines is not quite certain, but it seems safe to assume 
that it will also be closed down, if it has not already been closed 
down. The Bank of Poland and the Bank of Danzig were liquidated 
by Germany early in the war. Even before the war, the Czecho- 
Slovak National Bank was split into the National Bank for Bohemia 
and Moravia, and the Slovak National Bank. More recently, the 
Yugoslav National Bank was split into a Serbian and a Croatian 
bank of issue. In the same way that the Germans established two 
new banks of issue in Russia, a Bank of Thailand has been established 
under Japanese — 






Wartime a in ‘eth America 


P ‘HE world-wide effects of the war are now being felt with 
increasing acuteness in the Republics of Latin America. 
Although those countries are, generally speaking, benefiting 

by the large demands of the United Nations—and especially the 

U.S.A.—for many mining and farming products, they are also faced 

with inevitable problems inherent in the adjustment of their economic 

structure to present international conditions. 

The war emergency measures adopted in Brazil have been many 
and far-reaching. They include a decree for the mobilization of all 
the country’s economic resources. The German and Italian banks 
and insurance companies were promptly placed under liquidation, 
that part of the assets owned by Axis subjects domiciled abroad to 
be incorporated within brazil’s national wealth. A Board of 
Economic Defence has been constituted to control the assets of 
Axis subjects. A moratorium was decreed in Brazil for eight days 
from September 29, 1942, but this was not attributable to economic 
reasons. It was a preliminary to the introduction of important 
fiscal measures, and was connected with the delay in payment of 
commercial obligations due to difficulties in moving money and 
produce owing to the transport situation, as well as the hoarding 
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of notes, the large increase in the fiduciary issue not having been 
reflected by a corresponding rise in bank deposits. The Government 
therefore decided to recall and substitute the entire note issue at a 
later date. 

Following upon the moratorium, prompt measures wete 
announced to meet the financial situation created by the war. These 
provided for the issue of 6 per cent. Bearer War Bonds for 3,000,000 
contos and 3 per cent. Treasury Notes for 1,000,000 contos, the total 
of 4,000,000 contos being equivalent to {50,000,000 sterling. All 
income-tax payers in Brazil, both firms and individuals, are obliged 
to subscribe to the war bonds, i in twelve instalments as from January 
[, 1943, up to a nominal amount equal to the income-tax for which 
they were liable in the past fiscal year. The Treasury Bills will 
undoubtedly be taken up by the banks, inasmuch as the rediscount 
department of the Bank of Brazil is authorised to grant loans to 
banks against the guarantee of such bills up to a maximum period 
of 180 days. Moreover, all note issues made for rediscount operations 
and loans to banks are to be specially backed up to 25 per cent. by 
Government holdings of gold and foreign currencies. The Minister of 
Finance has stated that the note issues which the rediscount de- 
partment is likely to need would be backed by Ioo tons of gold and 
the exchange balances derived from Brazil’s exports to the U.S.A. 

linally, as from November I, 1942, a new currency unit equivalent 
in value to the milréis but called the “ cruzeiro ”— expressed by the 
symbol CR.$ —replaced in all bookkeeping the former milréis 
currency, which will be gradually substituted by the new currency. 
The monetary change indicates no alteration in the Brazilian rates 
of exchange for foreign currencies. The subdivision of the “ cruzeiro” 
is into 100 centavos, and the adoption of the “ cent ’’ monetary 
system simply brings Brazil into line with all other Latin-American 
countries. This reform will give greater convenience in calculation 
and has, in fact, been mooted in Brazil on a number of occasions 
in past years. In accordance with this change, the rate for Brazilian 
currency in London was quoted on November 1 in its new form, 
namely, 83 cruzciros 64% centavos to the f, in place of 83 milréis 
648 réis. 

Brazil is rivalling Argentina to become the leading industrial 
and political power in South America. Argentina could hardly 
regard with equanimity Brazil’s entry into the war and all that this 
implies in the way of strong economic ties with the United Nations, 
and particularly the U.S.A. In addition, there is Brazil’s intention 
to avail herself of the war to develop her heavy industry, supported 
by enormous reserves of ore and fuel. Economic agreements already 
made by the U.S.A. with Brazil far transcend those made with other 
South American countries. Apart from extending credits to develop 
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Brazil’s iron ore and manganese, Washington has entered into agree- 
ments to purchase a very large and varied number of farming and 
mineral products. Thus, the U.S.A. has just agreed to purchase 
Brazilian coffee (through the intermediary of the Commodity Credit 
Corporation) during the 1941-42 and 1942-43 quota years to the 
total value of about U.S.$154,000,000; also 57 per cent. of the 
current cocoa crop worth U.S.$11,000,000, and Brazil nuts to the 
value of U.S.$1,300,000. This follows upon another agreement to 
purchase Brazilian secondary farming products to the value of about 
U.S.$32,000,000 in One year alone. It is understood that arrange- 
ments are also under consideration between the two countries for 
the pooling of shipping, and a U.S. technical mission is to visit 
Brazil with the object of increasing the latter’s contribution of key 
products to the war effort, including the transfer to Brazil of in- 
dustrial plants for the manufacture of goods no longer being turned 
out in the U.S.A. because of war priorities. 

A wartime problem which Latin America shares with the rest 
of the world is currency inflation, due partly to hoarding as well as 
to surplus public purchasing power because of the severe shortage 
of essential articles. In this connection, the Argentine Minister of 
Finance, stressing to the Chamber of Deputies the necessity to gear 
internal economy to the State during the present world crisis, stated 
that Argentina had so far withstood well the impact of current world 
events. The comparatively favourable position of the country’s 
economy was illustrated by the fact that, since the end of 1940, the 
Central Bank’s holding of gold at home and abroad and of foreign 
exchange had risen from 1,345 million to 1,938 million pesos, in 
addition to {19,432,000 of sterling “ blocked ”’ in Britain. 

One of the arguments advanced in favour of maintaining 
neutrality is that Argentina avoids heavy defence expenditure— 
an important factor for a country whose Budget deficit is already 
over 300,000,000 pesos (say {18,000,000 sterling). In order to achieve 
fiscal equilil rium, the Government has prepared a widespread pro- 
gramme of direct taxation, including an excess profits tax and an 
elastic export exchange tax upon the country’s main products. 
Although Congress has adjourned without passing this programme, 
it is possible that the proposed measures may be enforced by a series 
of decrees. 

Representative commercial and farming bodies protest against 
the ever-increasing official intervention in and control of business, 
the continued growth in fiscal expenditure, as also against higher 
taxation in a country whose economy is in process of changing from 
agriculture plus foreign trade to diverse and industrial production 
plus internal trade. The Government maintains, however, that the 
moderate inflation already observable in Argentina will be aggravated 
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by the shortage of several articles for public consumption, so 
that surplus purchasing power must be sterilized. Indirect taxa- 
tion would fall upon consumers who are already suffering from the 
general increase in price levels, so that the sound economic remedy 
would appear to be direct taxation of large profits and of great 
incomes and fortunes. The Minister of Finance has argued that it is 
ironical that industrialists and farmers should protest against State 
intervention, since in the past twelve years the Government had 
intervened only to help industry, trade and farming. 

Due to the present lack of demand for grain, business in the 
country districts of Argentina is much quieter. If in the large cities 
it is fairly good, this is due not so much to real prosperity as to 
wartime scarcity of key imports and consequent inflation in prices. 
As in most South American countries, the shortage of shipping in 
Argentina is leading to imports and exports of goods of relatively 
high value in relation to bulk. Thus, the market value of imports 
rose for the first nine months of 1942 by 15 per cent. to 1,009 million 
pesos, and that of exports by 24 per cent. to 1,358 million pesos, 
even though imports decreased by 25 per cent. in volume and exports 
by 14 per cent. compared with the like period of 1941. Argentina's 
balance of international payments is in consequence distinctly 
favourable—nearly 350 million pesos in oversea trade alone this 
year (against 216 million pesos in 1941) apart from the influx of 
foreign capital. 

Politics apart, the foreign trade outlook appears fairly encourag- 
ing. New export lines, notably vegetable oils and pastoral products, 
compensate for the stagnant grain market. Trade with other South 
American countries continues to expand, while an important import 
and export trade has been established with Sweden and an export 
trade with South Africa. Moreover, exports of meat (chiefly to the 
United Kingdom) have risen remarkably, and now represent nearly 
one-third by value of all Argentine exports. Pending negotiations 
for a fresh agreement for the sale of meat to the United Kingdom 
for the fourth year of the war, the current arrangement has been 
extended until the end of 1942. Apparently the United Kingdom 
will negotiate the fresh agreement on behalf of all the United Nations, 
which seem to be willing to buy all the exportable surplus of Argentine 
meat, though the most important factor is not supply, but the 
availability of sufficient shipping tonnage. Argentina is believed 
to be expecting higher prices for meat to compensate for the sharp 
increase in import prices, but there appears little basis for this 
hope in view of the recent Argentine admission that the meat industry 
is making excess profits. These were, in fact, to be the main bases 
for the proposed higher export exchange tax. 

The future orientation of Argentina’s political policy will have 
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a decisive effect upon her trade outlook. This is because of the 
increasing shortage of shipping and fuel, both of which can be relieved 
only by co-operation with the United Nations. The steady fall in 
the number of ships entering and leaving Argentine ports indicates 
the extent to which the shipping problem depends upon political 
relations. In this respect, the outlook is obscure, since Argentina’s 
failure to sever relations with the Axis in accordance with the 
recommendations of the Rio de Janeiro Conference caused decided 
coldness in Argentine-U.S.A. relations. The rift was further widened 
by the Argentine acceptance of the Axis submarine blockade of the 
East Coasts of Canada and the United States. 

Any further deterioration in political relations is likely to be 
reflected in Argentine foreign trade. So long as the Argentine 
Government continues its present policy of neutrality--to which 
it appears firmly committed—no great improvement in relations 
with the United States can be expected. Nevertheless, the recent 
return to their respective posts of the Argentine Ambassador to the 
United States and the American Ambassador to Argentina suggests 
that for the moment the situation has improved slightly. The 
United States and the United Kingdom each take one-third of all 
Argentina’s exports and between them supply more than one-half 
of Argentina’s imports. The Argentine State Merchant Fleet has 
done much in maintaining the country’s foreign trade. But New 
Orleans is now practically the only U.S. port to which Argentine 
ships can go. The German blockade excludes the Eastern ports of 
the United States, and the long distance overland from thickly 
populated zones of production and consumption practically eliminates 
the Pacific ports of the United States. If Argentina can import 
through New Orleans goods which normally would be shipped via 
New York it will be by the goodwill of the United States. 

In the neighbouring Republic of Uruguay the latest trade figures 
(covering the first seven months of 1942) show exports of 
USS. $42,000,0 000 against imports of U.S.$3 38,000, ,000, SO ) that the 
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favourable trade balance was only U.S.$4,000,000 compared with 
nearly U.S.$16,000,000 in the like period of 1941. This was partly 
due to the inactivity of the wool market during the second quarter 
of 1942, but a special Mission which went recently to the U.S.A. 
has been successful in arranging for the disposal of the exportable 
surplus of wool stocks. 

The recent political changes in Chile are generally interpreted 
as a move towards closer co-operation with the other American 
powers. Chile’s economic dependence upon the goodwill of the 
U.S.A. is reflected in the fact that the U.S. Government has agreed 
to rises in prices for nitrate, copper, gold and manganese which will 
benefit Chilean exporters. The shrinkage in available imports into 
Chile (especially of petrol, which entails severe rationing) will have 
widespread effects upon the country’s economy and trading results. 
Future prosperity depends largely upon the Government taking 
advantage of the present situation to increase production, control 
prices, and effect drastic fiscal economies. Nevertheless, the Budget 
estimates for 1943 reached new high levels, both revenue and ex- 
penditure being estimated at around 3,134 million pesos, though 
revenue includes large sums formerly allocated for other purposes, 
such as national defence, development, and the additional copper 
tax introduced in January last. Calculated expenditure shows an 
increase of about 20 per cent. over the previous estimates. While 
the new Government explains this by reference to unavoidable 
increases in the costs of materials, wages, etc., the general opinion 
is that, unless a determined economy drive is made, an unsound 
situation will result in view of the continued tendency towards 
inflation. Due to important shipments of copper, nitrate, wool and 
frozen meat to the U.S.A. and the sterling area, as well as to the 
progressive shrinkage in imports, large balances of sterling and 
doilars—particularly the latter--have accumulated in Chile. This 
position is being eased by the Central Bank purchasing in the market 
large quantities of dollars which have been used mainly to acquire 
gold in the U.S.A. So long as the present exchange situation prevails, 
remittances of blocked funds to the sterling area should continue. 

The commercial banking situation in South America continues 
generally sound and liquid, and it may be presumed that banking 
earnings have been maintained by active internal trade as well as 
by the increase in inter-American commerce. In some countries 
proposals are already afoot for the issue of internal bonds or for 
taxation measures to avoid undue inflation. Public credit is superin- 
tended in those countries where a Central Bank exists, and it is to 
be hoped and expected that the independent functions of such 
Institutions in controlling the note issue, etc., may continue to be 
respected, despite present abnormal conditions. 





War Economics in Australasia and 


South Africa 


(By a Correspondent) 


N Australia, 1942 has been, broadly speaking, a year in which 
| the main problem facing the Government has been the transfer 

of resources from the pursuits of peace to the purposes of war, 
rather than the absorption of previously unemployed resources into 
production. It wasnot until the Japanese menace assumed terrifying 
proportions that Australia really got down to the job of gearing 
up her economy to total war. At the time of the Economic 
Mobilization Regulations at the beginning of the year, there was 
little slack in the system—by peace-time standards. Unemployment 
was dwindling rapidly, but women had not been drawn into employ- 
ment in any substantial numbers. At the beginning of the year 
about 25 per cent. of the active population was engaged on war 
work directly or indirectly. Now the proportion stands at about 
50 per cent.—300,000 men and 50,000 women have been absorbed 
or transferred in the year—a process which is bound to proceed 
further as Australia nears her peak of production. The acceleration 
in tempo is impressive, as is also the leap in war expenditure. In 
1940-41, total war expenditure was £A.170 millions ; last year it 
was £{A.309 millions ; this year it is estimated at £A.440 millions, 
of which £{A.50 millions will be spent overseas. 

If we assume civilian expenditure this year at £A.100 millions, 
the total Budget expenditure of £A.540 millions works out at roughly 
half the National Income. The strains and stresses which expanding 
war expenditure create are familiar to all—the Australian rate of 
expansion over the last eighteen months has been rather more rapid 
than in other countries which succeeded in mobilizing their resources 
at an earlier stage in the war. The difficulties in co-ordinating 
Federal and State economic activities are symptomatic of the many 
and varied competing claims on scarce resources. 

It is not surprising, therefore, that Australia is facing a rather 
difficult series of problems, as her Government attempts to canalize 
and control the expansive forces of war finance. For the time being, 
the problem of external finance is less pressing. Despite shipping 
difficulties, but in part as a result of special war-time arrangements 
and contracts with the British Government, the income from her 
staple exports has been maintained. Wheat is the commodity 
which has proved the most intractable problem. Despite a sustained 
high level of expenditure on imports, now severely restricted in type 
and confined to essential needs, the sterling funds of the Common- 
wealth have remained relatively comfortable over the last year. 
One of the chief reasons for this is that debts due to the United 
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Kingdom in respect of war contracts have been left outside ordinary 
settlements for the time being, and will be dealt with on a special 
basis after the war. Further relief has also been provided by the 
expenditure of American forces in Australia. It is highly unlikely 
that Australia will find serious difficulty in financing her external 
commitments under present circumstances. 

Internally, the picture is less satisfactory. The current Budget 
provides £A.140 millions towards war expenditure of £A.440 millions. 
The residue of £A.300 millions must be provided by loans and 
savings. The task is, as Mr. Chifley, the Commonwealth Treasurer, 
admits, “‘ gigantic,’”’ and the onlooker may be forgiven, perhaps, 
for suspecting that to leave the solution of a problem of such 
dimensions mainly to the voluntary sacrifices of the patriotic is 
but to postpone the day when more direct methods will have to be 
taken, but at an enhancedcost. Australia, it is true, raised {A.120 
millions from public loans last year. Present necessities demand 
not far from a trebling of that figure. Though the position is still 
under control, already the danger signals are beginning to appear. 
In August last the retail price index for food and groceries stood 
at a little over 14 per cent. above the average of 1939-40, but 
practically all of this increase has occurred over the last year. The 
wholesale price index in July was about 25 per cent. above the 
average of the year 1939-40, but considerably more than half the 
increase has occurred during the past year. Generally speaking, 
these figures compare favourably with those of the United Kingdom 
and even New Zealand, but of itself this comparison should give 
little cause for undue optimism. The important thing is that in 
the period in which Australia has been approaching a state of full 
employment of man-power and resources, these indicators have 
shown a markedly accelerating rate of increase. Over the year 
the active note circulation has very nearly doubled. In the absence 
of a more comprehensive set of direct controls on civilian consump- 
tion, this expanding note circulation is a symptom of malaise which 
the Government may ignore overlong. 

As is to be expected, trading bank deposits continue to expand, 
the increase, as will be seen from the accompanying table, being 
over 7 per cent. for the August year. In the banking field, the chief 
measures which have been taken to prevent inflationary expansion 
have been a comprehensive control over the loan policy of the 
trading banks, and the segregation of a portion of their deposits in 
what amount to non-callable deposits with the Commonwealth 
Bank. Interest rates have been reduced all round ; and, in general, 
no type of activity which is not directly concerned with the war 
effort or with maintaining the necessary minimum of civilian require- 
ments, may receive finance. Thus far, so good. But it may be 
questioned whether, in sniping at the banks, the Government have 
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not taken their eyes off the real target. There may or may not 
have been good cause for curbing the trading banks’ powers to 
generate inflation. In a country such as Australia, where the 
Commonwealth Bank has much less influence over the credit base 
than has the Bank of England in this country, it is just as well 
that these added war-time powers should have been given to the 
central institution ; but it must be remembered that the segregation 
of a portion of trading bank deposits of itself does nothing whatsoever 
to limit the right of the banks’ customers to withdraw their cash 
and spend it. The real problem, though it may seem trite to say it, 
is to persuade the Australian public to save and not to spend. The 
main charge of thoughtful criticism is precisely this—that the 
Government, in refusing to extend the scope of direct taxation, 
are running the risk of having to call on the Central Bank for 
accommodation which may be of larger and larger dimensions. 
If this happens, the cost of delay will prove to be painful. It is 
only right to say that Mr. Curtin has warned the country that drastic 
measures will be taken if the voluntary principle proves inadequate. 
And in fairness, too, one must add that direct controls are in fact 
being swiftly extended. Price control, adequate perhaps in times 
when consumption goods are not seriously in short supply, is now 
fortunately being supplemented by direct rationing. The field is 
not yet large, but, among other things, covers the important item 
of clothing. Wide powers have been taken over the movement and 
transfer of labour, over wages, and the use of essential raw materials. 
Private building, for instance, is now only one-tenth in value of 
what it was before the war. 

There is no need to elaborate these points—they repeat the 
familiar pattern of war-time control which is now found in varying 
degree the whole world over. But there can be little doubt that the 
central financial problem of Australia, all the more difficult by reason 
of strong political prejudices which still dominate political life, is 
this question of direct taxation. The elaborate arbitration machinery 
which is one of the corner stones of the Trade Union structure in 
Australia, lends itself peculiarly to the generation of the vicious 
spiral of inflation in war conditions. A large proportion of the 
workers of Australia have their wages directly linked to a cost of 
living index. It is true the Courts have a certain discretionary 
power, but past experience scarcely lends confidence to the belief 
that the Courts would find it easy to block the efforts of the Trade 
Unions to revise wage scales upwards were the index to show a 
substantial increase. Therein lies the danger. At the moment 
Australia is in a state of great banking liquidity. Goods are 
increasingly in short supply. Direct taxation, though high in the 
middle and upper ranges of income, is relativ ely low or non-existent 
in those sections where expansive forces are greatest. 1943 will be 
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a severe test of Government and of the ordinary Australian’s 


commonsense and political foresight. 

Banking figures for South Africa continue to reflect the extreme 
liquidity of the financial position. The Reserve Bank continues to 
add to its gold holdings at a regular rate (') ; commercial bank deposits 
continue to rise more rapidly than in other Dominions, while the 
static figures of commercial bank security holdings indicates the 
continued difficulties which the Union is experiencing in providing 
outlets for funds seeking investment. Nevertheless, in contrast to 
the experience of other Dominions, commercial bank advances also 
continue on the upgrade. The explanation for this is in part that 
there still remains a sector of production which is not directly 
harnessed to the war effort, and in which civilian development is 
still proceeding. But, generally speaking, the conditions generated 
by the war have enabled debtors rapidly to repay the advances 
which they have received from bankers. 

It is understandable that in these circumstances some concern 
should have been felt in Government circles about the possible 
dangers of uncontrolled lending. The Governor of the South African 
Reserve Bank drew the attention of the public, as far back as July, 
1941, to the danger of the policy of certain institutions which paid 
relatively high rates of interest, even on current accounts, and which 
presumably hoped to recoup themselves from profits on advances 
or discount facilities granted to the public. As a safeguard against 
unsound expansion, fresh banking legislation was placed on the 
Statute Book early this year. It lays ‘down new capital and liquid 
asset requirements for banks and provides relatively severe require- 
ments for loci ul assets, including defined local capital and reserve 
liabilities. Branch banki ing of certain types of institutions is 
prohibited and the size of loans is restricted. 

It is, however, in the field of direct controls that 1942 has been 
particularly significant. The shipping requirements oi the United 
Nations have imposed shortages on the Union in various lines of 
import goods, and the disappearance of sources of supply in the 
Far East has, of course, raised acute difficulties in the supply of 
certain commodities, such as rubber, tea and rice. Stringent controls 
over the use of basic raw materials and the use of various types 
of machinery and tools have been imposed. While the need for 
foodstuffs is greater than ever, and when in one or two cases actual 
shortages have developed, the difficulties of obtaining certain types 
of equipment, particularly agricultural machinery, makes the task 
of increasing local food production more difficult than ever. 

sinc e a much sm: aller proportion of the national income is being 








4) Since this artic 4 was written, more sterling stocks of the Union hasan been 
vested in the British Treasury to be acquired by the S.A. Reserve Bank sin 
exchange for gold. The amount involved is about £40 millions. 
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devoted to direct war purposes, the expansive forces generated 
internally have to a large extent so far been cushioned by the civiJ 
production sector, which has been able to draw on previously 
unutilized resources. Nevertheless, the funds which accrue from the 
gold output of the Union, and which constitute a major part of her 
camaee, are reflected in the high levels of bank deposits. The 
South African Government has, however, announced its intention 
to use the proceeds of local loans to take over from the Reserve 
Bank the sterling debt to be returned under the recent vesting order. 

Contrary to what might have been expected from the situation 
in the Pacific, New Zealand’s exports have been well maintained 
in 1942. Imports, on the other hand, have been a problem. Diffi- 
culties of supply have arisen partly in consequence of shipping 
delays and shortages, but partly as well from the policy increasingly 
forced upon the United Kingdom, and latterly upon the United 
States, of licensing certain types of manufactured goods for export. 
This has meant a progressive squeezing out of civilian orders, and 
to meet the difficulty New Zealand has made the interesting innova- 
tion of bulk Government buying through an emergency institution 
called Consolidated Importers (New Zealand), Ltd. The function 
of this concern will be to sift and unify civilian orders for such lines 
of essential imports as iron, steel, rubber, chemicals and so forth, 
which have increasingly required the backing of the N.Z. Government 
for their release in the exporting country. 

A natural corollary of the increasing stringency in manufactured 
and seimi-manufactured imports has been an extension of rationing 
asin Australia. Clothing is now on a points basis, as well as household 
linen, while foodstuffs such as tea and sugar are rationed. The 
sustained level of exports, but a restricted volume of imports, reflect 
themselves in the banking statistics. Sterling funds in London have 
accumulated rapidly over the last year. At the end of july the total 
net overseas assets of the Reserve Bank and Trading Banks were 
{N.Z.38 millions as compared with {N.Z.27 millions in the correspond- 
ing month of the previous year. The bulk of the increase is held by 
the Keserve Bank, the trading banks’ sterling holdings having risen. 
by about {N.Z.2 millions over the period. Free trading bank deposits 


‘continue to rise proportionately somewhat more than in Australia, 


while the active note circulation, though showing somewhat less 
rapid expansion than in Australia, is nevertheless a pointer to the 
extremely liquid banking situation. Kank advances have declined 
considerably, particularly over the last six months. August ! Reserve 
Bank advances to the Marketing Department, which relate principally 
to the export or storage of goods for export, show an incres% of only 
some {N.Z.2 millions over the total for August, 1941. Central Rank 
advances for other purposes, including public works, the dimensions 
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of which were causing some disquiet last year, now seem to have 
been anchored at about the £N.Z.22 millions level. Labour and raw 
material shortages account for the cessation of public works develop- 
ment on all but the most essential projects. 

Last vear’s war expenditure of £N.Z.53 millions was met by 
revenue receipts of £{N.Z.29 millions and the balance by loan, of 
which a little over {N.Z.8 millions was obtained from the U.K. 
Government under Treasury agreement. Budget estimates had 
actually provided for borrowings of £N.Z.31 millions under this head, 
and the reason for the considerably lower call on this source seems 
to have been delay in the receipt of claims from overseas. Last year 
the response to Public Loans was very satisfactory, and it seems 
clear that the New Zealand Government is endeavouring to squeeze 
the utmost possible from taxation to meet war finance and to keep 
borrowing within bounds. The current year’s Budget, which 
provides for an enormously expanded war expenditure of £N.Z.133 
millions, will be a severe test for the country. Allowing for borrowing 
from the U.K. Government at £N.Z.46 millions and Lend-Lease 
assistance of £{N.Z.10 millions, the net deficit will still amount to 
£N.Z.50 millions. It is proposed to meet this by additional taxation 
to bring in over £{N.Z.14 millions, leaving a balance of {N.Z.353 mil- 
lions which the public must raise by their savings. These figures pose 
a problem more serious than New Zealand has had to face for many 
a long year. 

New Zealand, because of pre-war problems, entered the war 
with her economy under control and restriction. The country 
would doubtless have preferred to avoid those inconveniences, but 
there is little doubt that the existence of controls has cushioned 
the effect of the war and prevented any runaway monetary expansion. 
For her size and population, New Zealand’s war effort compares 
well with that of most countries. She has not shown timidity in 
grappling with the economic consequences of a war which has moved 
appreciably nearer her own shores. 


Trading Bank Change on Year Trading Bank Change on Year 
Deposits Actual Per cent Securities Actual Per cent. 
(Millions) (Millions) (Millions) 
Australia {A. () 390.9 + 30.0 + 7.6 { 93-4. a —_ — oe 
Xs 133-3 35.3 r 41.3 
New Zealand {N.Z. (7) 90.3 + 8.7 + 9.6 28.1 + 5.0 +17.8 
South Africa {S.A. (a) 1608. 3(3) $21.0 L12.5 48.3(b) — 0.8 — 1.6 
frading Bank Change on Year Active Note Change on Year 
Loans Aciual Per cent Circulation Actual Per cent. 
(Millions) (Millions) (Millions) 
\ustralia 264 —16.5 — 6.2 92.3 + 30.1 39.1 
New Zealand 42.7 5.9 13.3 23.2 (c) + 5.90 +22.4 
South Africa 39.8 (d) + 3.9 + 9.7 ‘ a 
) August average (*) July average except for Note Issue. H August, 1942. 
* Including special War-time Deposits with the Commonwealth Bai il 
{a) Within Union only (b) Six months to June 30. (c) Esti maa base 1 on assumption 


hat Trading Banks now hold £N.Z.5 miilions ia their tills. Total is for November, 1942. 
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Indian Banking in 1942 
By H. C. G. Slater 


aD steady rise in the Indian Note issue provides the chief 

feature of interest in the Indian banking situation to-day. At 

the outbreak of war the active Note circulation in India and 
Burma was about Rs. 196 crores. It is now over Rs. 550 crores and 
will in all probability reach a higher level still. This figure reflects, 
of course, the huge increase in defence expenditure and the very 
considerable purchases of goods and services made by the British 
Government in India, payment for which is made in sterling. The 
former has risen from 25 per cent. of total expenditure in 1939/40 
to over 50 per cent. in 1942/3, while the British Government is ex- 
pected to make payments of Rs. 400 crores (£300 million) to India 
this year. Of late, the rate of currency expansion has accelerated 
and it isnot surprising that fears of an inflationary tendency have 
begun to appear. The Calcutta index of wholesale prices rose 92 
per cent. between August, 1939, and August, 1942, one-third of 
the rise having taken place since April last, while the working-class 
cost of living index is about 60 per cent. above the pre-war level, 
the cost of food having doubled during the three years. 

In the report on the working of the Reserve Bank for the year 
ended June, 1942, it is stated that, while most of the recognizable 
elements of inflation were present, there was no evidence to suggest 
that as yet there was any serious inflation in the country. It is 
evident, however, that the Government of India have the situation 
constantly under review and an accelerated borrowing programme 
may result. It may well be also that the severity of the new rates 
of tax imposed by the last Budget has yet to make itself felt.) It 
will be recalled that the main features of the 1942/43 Budget were 
an increase in the general level of customs surcharges of about 20 
per cent. on nearly all items, in increase in the surcharge rate on 
Taxes on Income from 33} per cent. to 50 per cent., while incomes 
between £75 per annum and {150 per annum were also brought 
into the scope of taxation. An income of Rs. 25,000 per annum 
(£1,875) is now liable to income tax at an average rate of 31.5 pies 
in the rupee, or 3s. 3d. in the f, a figure which is not high by United 
Kingdom standards but which, nevertheless, represents a substantial 
burden in a country where indirect taxation plays a large part in the 
raising of revenue. 

In spite of shipping difficulties, India’s foreign trade continues 
at satisfactory levels, the favourable balance of trade in merchandise 
averaging about Rs. 8 crores per mensem ({6 million) for the first 
six months of 1942/43. The steady rise in the price index number 
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of all commodities (Calcutta, July, 1914 = 100) from 151 in August, 
1941, to 192 in August, 1942, denotes the satisfactory internal trading 
conditions, while indices of industrial activity as given by “‘ Capital ” 
show a high general level of production and manufacture notwith- 
standing political agitation. 


INDIAN INDUSTRIAL ACTIVITY 
June, 1940 June, 1941 June, 1942 


Indian Cotton Consumption so 420.6 140.2 163.6 
Industrial and Mineral Production : 
Jute manufactures + ai 128.9 114.3 115.7 P 
Steel ingots ~ as .. 149.0 150.9 E 155-5E 
Pig iron .. - - oo - 7.0 140.2 E 141.9 E 
Paper ws iu we ~« ioe 187.0 149.7 P 
Coal hi 117.2 110.0 E 118.0 FE 


General index, including above items 
and rail and river-borne trade, 
foreign and colonial trade, shipping, 
foreign and colonial, and cheque 
clearances .. a wa iia 115.8 123.7 114.8 P 
P = Provisional. E = Estimated. 


Monetary conditions have remained easy throughout the year, 
the Scheduled Banks being possessed of ample funds to meet al] 
demands. Demand and Time liabilities of the Scheduled Banks 
amounted to Rs. 419 crores in September, 1942, as against Rs. 323 
crores a year earlier, but advances show a sharp decline during the 
same period from about Rs. 115 crores in September, 1941, to Rs. 79 
rores in September, 1942. While call money rates remain nominal 
at about } per cent., the market in Government securitics, after the 
set back caused by events in the Far East, has improved, the Govern- 
ment of India fixing new minimum prices for rupee securities in 
September. The new minimum price for 34 per cent. paper is 
Rs. go as compared with a minimum of Rs. 87 as in March Iast. 
Government borrowing has been confined, mainly to issues of 3 per 
cent. Second Defence Loan, 1949/52, 3 per cent. Six Year Defence 
Bonds, Three Year Interest Free Bonds and Savings Certificates. 
Total subscriptions to these issues up to September, 1942, amounted 
to Rs. 125 crores (£94 million), a somewhat disappointing total in view 
of the earlier level of subscriptions. In February, 1942, the offer 
of Second Defence Loan (on tap) was closed, the terms being out 
of parity with market rates. In July last a Third Defence Loan 
was issued on practically the same basis as the previous issues, i.e., 
3 per cent. Loan at par redeemable 1951/54, and the immediate 
effect was to provide a fillip to prices of Government securities. 
The provincial Governments of Bombay, Madras, Punjab and the 
Central Provinces also came on the market shortly afterwards with 
small 3 per cent. issues at varying prices, but the result, except in 
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the case of the first-named, was disappointing. The issues of the 
remaining three Governments were, however, subscribed by the 
allotment of excess subscriptions from the Bombay loan. With 
regard to the Floating Debt, the total of three months’ Treasury 
Bills has increased from about Rs. 45 crores in January, 1942, to 
about Rs. 113 crores at present, the latest yield being given as about 
I per cent. per annum. With an estimated Budgetary deficit of 
Rs. 35 crores for 1942/3 this increase in the Floating Debt was 
anticipated. Provincial Governments also offer Treasury Bills to 
the public from time to time through the Reserve Bank and these 
issues deserve more attention. 

Notwithstanding the virtual isolation of the bullion markets 
through restrictions on trading, the Indian public remains keenly 
sensitive to American and other outside influences and speculative 
activity has driven up the prices of both gold and silver in India 
to much in excess of the international values of these metals. Gold 
is quoted at Rs. 67 per tola as compared with an outside parity 
of about Rs. 41 per tola, while silver at Rs. 105 per roo tolas 1s 
about 50 per cent. in excess of the London price of 234 pence 
per oz. Early in November, on a wave of speculative buying, the 
price of silver advanced to over Rs. 115 per 100 tolas as compared 
with a melting point price of the old rupee of Rs. 109. Hoarding 
demands from the interior are largely responsible for these vagaries. 
The calling in of earlier issues of silver rupees, which was continued 
during the year, was thus well timed, as the new rupee coin, with a 
silver content of 50 per cent., has a melting point as high as about 
Rs. 200. 

Notwithstanding the low rates of interest prevailing in India, 
banking profits have been well maintained, the increased trading 
and industrial activity in the country providing some compensation. 
The Japanese occupation of Malaya and Burma has affected some 
of the Eastern exchange banks more than others, but in the main 
the losses incurred have been minimised by the prudent and timely 
7 of balances and securities. 

India’s international financial position has been enormously 
strengthened by the total elimination of her Sterling Debt, which 
in September, 1938, amounted to £273 million. The last important 
phase of this operation is covered by the redemption of 3} per cent. 
Sterling loan on January 5, 1943, a repayment which it has been 
estimated will require about £70 millions. As the Reserve Bank’s 
sterling resources at present amount to about {350 millions, no 
strain will be thrown on it in making available this sum. It will be 
recalled also that the Government of India, following the Finance 
Members’ visit to this country, recently concluded an agreement 
with the Treasury by which, in return for a capital payment of £30 
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millions odd, the latter will undertake to provide funds for the 
instalments of certain sterling railway annuities as and when they 
fall due. With India’s note issue now covered up to about 75 per 
cent. by gold (valued at the pre-war parity price of Rs. 21 as 3 pies 
per 10) and sterling securities, the further utilisation of the Reserve 
Banks ever growing sterling balances is evoking keen discussion in 
India. It may well be that in time these will become, in the words 
of the Indian Finance Minister, “‘ an embarrassing plentitude,"’/ 


Correspondence 


The Balance of Fighting Power 


To THE Epitor OF THE BANKER 
SIR, 

So far as the U.S.S.R. is concerned, Dr. Stern’s figures are in 
my opinion completely arbitrary and have little relation to realities. 
Nominally, the expenditure of the State Budget on defence during 
the period 1933-42 amounted to over 300 milliard roubles. If you 
suppose that the yearly average wages of workers and employees in 
the U.S.S.R. in 1933, amounting to 1,566 roubles, are equivalent 
in their purchasing power to £150, and that during the period of 
1933-37 real wages did not change (i.e. 3,093 roubles in 1937 repre- 
sented the sum of £150), you will get the yearly rates of conversion 
for the nominal expenditure of the State Budget of the U.S.S.R. 
in {s for the whole period. On this basis, the expenditure of the 
State Budget on defence amounted to approximately £16 milliards. 
(In roubles: 1933-140 milliard; 1934—403; 1935—543; 1936 

-878; 1937-870; 1938—1,160; 1939—2,045; 1940—2,805; 
194I—3, ; 1942—3,540.) But for the supply of the Commis- 
sariat of Defence special prices were used, much lower than the 
prices used for the supply of the population, and consequently the 
rates of conversion of roubles spent on defence were much higher 
as regards the £ than those which I indicated above. Knowing the 
particular system of prices in use in the U.S.S.R., I would estimate 
the expenses on defence passing solely through the Commissariat 
of Defence at not lower than {18-20 millions for the period 1933-42. 

But the expenses which passed through the Commissariat of 
Defence are not all the expenses on defence. (a) In the U.S.S.R., 
apart from the regular army, there existed a special army of the 
Commissariat of the Interior which was in charge of the guarding 
of the frontiers of the U.S.S.R. The expenditure on this army 
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amounted, in the mentioned period, to some couple of milliards of 
pounds. If the expenditure on the Home Guard, A.T.S., W.R.E.N,, 
etc., is included in Dr. Stern’s estimate of the war expenditure of 
Great Britain, the above-mentioned expenditure in the U.S.S.R. 
must be included in the counter balance-sheet. (5) When in the 
U.S.S.R. there were built factories for the production of synthetic 
rubber, for production of war materials, munitions, etc., their 
expenses did not pass through the Commissariat of Defence, but 
were nevertheless financed from the State Budget; and, conse- 
quently, they represented hidden expenses on defence. From 1929 
upward the Soviet Government deliberately restricted investment 
in the consumer goods industry to a minimum, concentrating the 
majority of the investment resources of the country on investment 
in the heavy industry, production of which was closely inter- 
connected with the war industry (on production of caterpillar tractors 
and heavy lorries, and not on production of motor-cars, bicycles, etc. ; 
on the building of new factories with consideration of strategical 
advantages, very often contrary to commercial interests, etc.) The 
sums spent on the financing of industries interconnected with war 
production from the State Budget amounted to some tens of milliards 
of pounds in the period 1933-41. 
I am, Sir, etc., 
A. BAYKOV. 

SIR, 

I po not intend to follow Dr. Stern and embark on a discussion 
of military strategy and tactics. I can only say that Mr. Churchill 
does not share Dr. Stern’s view of the role of the Russian armies. 
He stated very clearly that we owe the continued possession of the 
Middle East to the heroic Russian defence of the Caucasus and 
Stalingrad. Indeed, it seems odd for anyone to think of Rommel’s 
few divisions as a threat to the Russian flank. The Royal Navy 
has accomplished glorious feats: but no one has yet claimed that 
it protected a Russian flank. In the absence of bases it can hardly 
do so. The value of our shipments to Russia can be estimated on 
the basis of Mr. Law’s statement in the House of Commons. Even 
if we disregard that a considerable portion of these shipments never 
arrived at Russian ports it cannot be put at a higher figure than 
£300—400 million. 

Having regard to the number of tanks, airplanes and other 
industrial equipment engaged on the Russian front I still consider 
the evaluation by Dr. Stern of the U.S.S.R. effort relative to U.K. 
and U.S.A. wholly unsatisfactory. This is borne out by Ambassador 
Davies’ reports recently published and Dr. Baykov’s study in the 
Economic Journal of December, 1941. I do not know how to 
evaluate the Russian effort. But as I did not attempt to do so 
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it is not incumbent on me to give suggestions. I only know that 
Dr. Stern’s results do not make sense. I quite agree with Dr. Stern 
that the German effort was greater than the Russian—it is for this 
reason that I also contended that his estimates of the German effort 
were gross understatements. 

I referred to the strategic position merely to illustrate the 
absurdity of Dr. Stern’s results. I gave precise statistical evidence 
why I considered his rates of conversion, etc., as inadequate. German 
wage rates have not increased since the war. The Nazi wage bill 
obviously increased, but in nothing like the same proportion as ours. 
The impact of the employment of foreign workers does not on 
balance materially alter this result. Dr. Stern, moreover, wholly 
disregards the effect, mentioned in my letter, of the increase in real 
productivity consequent to the conquest of Europe. Mr. A. J. 
Brown’s calculations in the Chatham House Bulletin support my 
criticism. The exclusion of “ private’ investment in war industries 
from the war effort would in any case make nonsense of his German, 
Russian and Japanese figures, because in these countries “ private ”’ 
investment was controlled, while in U.K. and U.S.A. entrepreneurs 
were free to refuse to embark on “ war industrial’’ investment 
unless financed by the State. 

As far as the conversion rate of the U.S. dollar is concerned, 


I gave precise reasons why I cannot accept Dr. Stern’s figures. The 
relation of soldiers’ pay, wages, etc., all indicate a conversion figure 
considerably higher than $4 = {1. To dismiss these points by 


asserting that U.S. was competitive with U.K. in these “ things ” 
(buildings ?), sheds, I am afraid, a queer light on Dr. Stern’s 
economics. 

The internal cost structure of the U.S.A. is to an overwhelming 
extent “ sheltered.”” It is simply not true that U.S. wages have not 
risen more than ours. I have no hesitation in sticking to my figure of 
$8 = {1, and recent output figures disclosed give no reason to hope 
that the U.S. war effort is greater than 145 per cent. of the British. 
But perhaps Dr. Stern includes the provision of orange juice for 
British children or merchant shipbuilding in the war effort. In that 
case he should include the corresponding “ civilian ’’ expenditure 
in Germany, Russia, etc., in their war effort. This is quite apart 
from the fact mentioned by me, that cumulative expenditure figures 
make nonsense because so much of this expenditure is abortive. 
Dr. Stern suspected the slenderness of his methods and tried to 
cover them by his “ adjustments 1 and 4.’ But by attributing to 
these adjustments only a magnitude of 10-20 per cent. he gave a 
completely misleading picture. 

Finally, Dr. Stern should be more careful when criticising a 
critic. I said that he gets his exorbitant U.S. figure by estimating 
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the current U.S. effort at £15,000 million per annum. He asserts 
that his figure is £13,000 million. But in his table the second half 
of 1942 figures as £7,500 million.* Is twice £7,500 million = {£13,000 
million ? In his table, too, the British strength at the end of 1940, 
ie. aS far as effective striking force is concerned not much after 
Dunkirk, is shown as 40 per cent. of the German strength. Why 
bring in the Spring of the following year. And, as I said, he attributes 
to such qualifications as he gives an influence of between ro and 
20 percent! I can only insist that statistics of global nature without 
careful qualifications give misleading results. 
I am, Sir, etc., 
Balliol College, T. BALOGH. 
Oxford. 


* According to Mr. Donald Nelson, total] U.S. expenditure on war (including 
Lend-Lease and other not strictly war expenditure) in 1942 is $46,000 million. 
Why £13,000 million ? 


(Dr. Stern writes : My reply to Mr. Balogh’s rejoinder is as follows :- 

(1) As I did not discuss military strategy or tactics in my reply 
to Mr. Balogh’s letter in the December issue, as the reader can 
easily ascertain, I am at a loss to understand Mr. Balogh’s mockery. 
I will not follow him. Mr. Balogh now admits that he does “ not 
know how to evaluate the Russian effort and that therefore it is 
not incumbent on him to give suggestions ’’ (his own words). This 
being so, I see no common ground for discussion. 

(2) As to the RM/f£ conversion rate, Mr. Balogh refers to “ precise 
statistical evidence ’’’ he pretends to have given in his first letter. 
I am sorry to say that no statistical evidence whatever has been 
offered by him, as the reader may easily ascertain. He admits now 
my contention that German wages have risen, but maintains that 
wage rates have not increased. Wage rates are not relevant in this 
context, but even a stable wage rate is equivalent to an increased 
hourly wage because of substantial upgrading and of overtime pay. 
The facts remain, as I have stated them before, viz., that weekly 
wages per head have increased and weekly efficiency per head, 
relative to the change over here, has substantially declined and that 
both together are equivalent to the respective changes over here. 
This implies that the rise of wages in Germany was less rapid than 
in this country. I have, therefore, nothing to add to my previous 
reply. 
(3) As to the $/f conversion rate, Mr. Balogh offers no new facts, 
but refers to previously given reasons why he does not accept my 
estimate. As I have stated my reasons in my previous letter and 
indicated my willingness to revision, if offered any proof, and such 
proof not being forthcoming, I have nothing to add to my first reply. 





60 THE BANKER 


Assertions that ‘it is simply not true that U.S. wages have not 
risen more than ours”’ are no substitute for proof either. Latest 
statistics available are as follows: Four months to July, 1942, as 
per cent. of average 1937/38 : U.S. Bureau of Labour hourly factory 
wages = 131.3 per cent.; U.K. Bowley Index, 132.2 per cent. 

As to the supply of orange juice, it may have been included in 
the Lend-Lease amounts. I do not care, the sum involved being 
negligible. I certainly do regard merchant shipbuilding as part of 
the war effort. Part of it may be abortive, but so is the effort 
devoted to a munition destroyed. 

(4) Mr. Balogh makes vague allusions to attempts at covering 
slenderness of methods by adjustments. There is nothing to cover. 
The table is headed as “‘ Gross War Expenditure ’’ to be used as 
a “‘ rough measure of the total economic effort ’’ and “‘ an approach 
to appraising the balance of reserves,’’ which “ would require adjust- 
ment for losses sustained, etc.’”’ and because of certain uncertainties 
‘cannot do more than reflect the order of magnitude.” The critic 
is free to devise better methods but not free to impute, and then 
deride, degrees of exactitude which have not been claimed. 

(5) As to the critic’s misreading of figures, he had rather admit it. 
[ have made no estimate of “‘ U.S. contribution of £15,000 millions 
p.a. currently,”’ or of twice £7,500 millions, but clearly of £13,000 
millions for 1942 (year beginning April). Nor does the proportion 
of 40 per cent. British expenditure to German expenditure refer to 
‘after Dunkirk,’ as was alleged in the critic’s first letter, nor to 
“the end of 1940,” meaning calendar year 1940, alleged in his 
rejoinder, but to the end of the year beginning April, 1940, which 
is the Spring of the year following Dunkirk. Nor does the figure 
refer to the respective strength left, as alleged in both letters, but 
to the “‘ gross total preparations ”’ before losses, etc., as pointed out 
before. 

Lastly, Mr. Donald Nelson’s recent figure of $46,000 millions is 
a good confirmation of my anticipation. It refers to the twelve 
months since Pearl Harbour, or to December, 1942, whereas my 
estimate refers to the twelve months beginning April, 1942, the 
expenditure in the three months to March, 1943, expected to be 
substantially greater than in the corresponding period of 1942. 
Mr. Balogh appears to have overlooked that my figures are arranged 
in years beginning April.] 

Red Cross Agriculture Fund 

Mr. W. Pattenden, sales organiser, of the Midland Bank Horticultural Society, 
has sent to the Red Cross Agriculture Fund a further donation of {£105 raised from 
the flower, fruit and vegetable staff at the bank. The stall has raised altogether 
some {825 for the fund. 
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The Bills of Exchange Act 


(By a Correspondent) 


EW editions of text-books are rare in these days of paper 
N shortage, but a third edition of this book* is justified on 

account of the demand for it by students in the Services 
who are wisely keeping in touch with those topics which they hope 
will matter on their return to business life. The author, in this and 
the previous edition, has taken the opportunity of some slight 
rearrangement and of one or two timely additions which enhance 
the usefulness of the book. He has not sought to improve on the 
more elaborate treatises on the Act, nor does he toy with legal 
niceties which are likely to repel rather than attract the enquiring 
student. Wisely he has endeavoured to give a commentary on the 
Act in non-technical language, with the express design of interesting 
those readers who are encountering the study of an Act of Parliament 
for the first time. 

A right appreciation of the Bills of Exchange Act can only be 
had by laying hold of the idea of negotiability. To embark on a 
study of the Act without an orderly conception of what is involved 
in negotiability, in contrast to transferability, is to journey in the 
country of the blind. The principle of negotiability lights up the 
whole Act; it supplies the explanation of the provisos scattered 
throughout the Act that safeguard the rights of the party known 
as the holder in due course, the party who has paramount rights 
in the instrument. Consequently, Mr. Megrah rightly devotes the 
introductory chapter to a simple outline of all that is connoted by 
a negotiable instrument. And the student, having grasped the 
import of this preliminary outline, can proceed with his study of 
the remaining chapters with no risk of subsequent confusion of 
thought or lack of comprehension. 

Changing practices in business during the last thirty years 
have resulted in the inland bill of exchange becoming a somewhat 
rare credit instrument, and developments in the mechanism of 
exchange have seen the smaller use also of the foreign bili as 
compared with thirty years ago. A prominent banker recently 
deplored the decline in the use of the inland bill and pointed out 
the advantages to a creditor that an acceptance had over a book 
debt. He stressed the merits which an instrument with a certain 
date of payment possessed over the book debt which might become 





* The Bills of Exchange Act, 1882, with Bricf Notes on Analogous Instruments 
and the Stamp Laws. By Maurice Megrah, M.Com. (Lond.), Secretary to the 
Institute of Bankers. Third edition. (Pitman, price 7/6.) 
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stale, and pointed out that an acceptance could be turned into cash 
by discounting, generally at a more favourable rate than an over- 
draft could be arranged to tide over the time before the book debt 
was paid. However, before the war it looked as if the inland bill, 
at any rate, was doomed to eventual extinction. It might therefore 
be thought that, such being the case, the Bills of Exchange Act 
could gradually be relegated to the category of enactments which 
had no practical significance for the business world. 

Nothing could be farther from the truth, however, for there is 
still one type of bill of exchange which, until the war, was increasingly 
in use—the cheque. A cheque is a particular type of bill in that 
it must be payable on demand and must be drawn on a banker. 
The Act devotes ten sections to cheques, but it is quite wrong to 
think that in these sections is summed up all that the Act has to 
say about these instruments. A cheque being a bill of exchange 
payable on demand, it follows that everything in the Act relating 
to demand bills is equally applicable to cheques. (There is a solitary 
exception to this statement—the drawer of a demand bill other 
than a cheque is discharged if the instrument is not presented within 
a reasonable time, whereas the drawer of a cheque is liable on it 
for six years by virtue of the Limitation Act, subject to any liability 
that can be laid on the holder through loss arising from failure to 
present it within a reasonable time.) It is therefore no exaggeration 
to say that at every stage of the handling of a cheque by a banker, 
whether it be its payment or its collection, the operation is hedged 
around by the provisions of the Bills of Exchange Act. Most cheque 
operations in a branch bank are carried out by rote and without, 
of course, any conscious idea of conforming with the Statute ; 
nevertheless, at all stages, the provisions of the Act can be recognized 
if looked for. In addition, occasions arise when some exceptional 
action has to be taken in the course of the day’s work, and it is then 
that the wise manager will blow the dust off his copy of the Act 
in order to see how to deal with the out-of-the-ordinary problem. 

From time to time, suggestions have been put forward for the 
devising of a simple statutory instrument for the payment of a 
debt, to take the place of the cheque, an instrument that should be 
neither negotiable nor transferable.* It is difficult to see the crying 
need for such an innovation, however, and certainly the present time 
is not opportune for displacing the cheque as the well-tried means 
of settling accounts. Earlier in the year this matter was raised again 
in connection with the growing practice of incorporating a receipt 
in the endorsement of a cheque. In these days of paper economy 
this practice has much to recommend it, but it must be admitted 





* See ‘‘ Is the Cheque Obsolete ?’’ by J. Mead. Tue BANKER, March, 1941. 
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that it raises certain problems in regard to a banker’s liability as 
drawee or collecting agent. If the completion of a receipt is expressed 
on the instrument as a condition of payment, then such an instrument 
is outside the category of a cheque, for the essence of a bill (including 
a cheque) is that it should be unconditional in its terms ; if there is 
merely a form of receipt with a statement that the signature thereto 
shall serve the dual role of endorsement and receipt, it is doubtful 
if such signature will be regarded as an endorsement for the purpose 
of the Act. Here, again, remedial legislation can hardly be regarded 
aS a pressing necessity. 

Customers who desire to use such a type of instrument are not 
sent empty away—naturally their bankers wish to safeguard them- 
selves against the absence of statutory protection in paying such 
instruments, and the completion of a simple indemnity meets their 
needs. Bankers are not deaf to the suggestions of the business 
world, and the introduction of the Traders Credit Scheme went a long 
way to satisfy whatever demand there was for a non-negotiable, not- 
transferable method of settling trade debts. Readers will be familiar 
with the increasing use of the “ payable order ’’ and kindred instru- 
ments by Government Departments and similar bodies. There 
would seem to be no reason why trading customers should not use 
such type of credit instrument, provided that they put their bankers 
in the same position as if such documents were cheques and that 
the orders are of simple and plain design for clearing purposes. 
These orders, it would appear, can be effectively crossed by virtue 
of Section 17 of the Revenue Act, 1883, and if plainly marked 
“not transferable ’’ would put the collecting banker on his guard. 
However, the cheque—the use of which it must be remembered 
was the foundation of the prosperity of the London deposit banker 
a century ago—does not seem to be in danger of being ousted from 
its position as the distinctive feature of English banking. 
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BANK OF LONDON & SOUTH AMERICA 


TRADE CONDITIONS IN LATIN 


LORD 


HE eightieth annual ordinary general 

meeting of the Bank of London & South 

America, ].td., was held in London on 
Tuesday, December 15, 1942, at 12 noon. 

Following are extracts from the statement 
by the chairman, Lord Wardington, circulated 
to stockholders 
The past twelve months in Latin America 

have been characterized by the same main 
economic trends as the year 1941. Internal 
trade has been active, whilst there has been 
further intensification of commercial ties 
between the various Republics themselves and 
with the United States. Due to the loss of 
most kuropean markets, a much _ closer 
econoniic relationship now exists between the 
majority of the nations of the Western Hemi- 
sphere than formerly, and several more trade 
agreements have been consummated between 
the United States and certain of her southern 
neighbours. ‘The increased war-time demands 
for Latin-American products, is also ancillary 
plans tor fostering output, have entailed further 
arrangements for important financial and 
technical assistance by the United States to 
her southern neighbours. 


SHIPPING DIFFICULTIES 


It is only too clear that the limitation of 


transport facilities now constitutes Latin- 
America’s chief problem. Due to shipping 
diticulties, the shortage of imported goods in 
Latin America is now very acute, whilst such 
Supplies as are proc urable are cosung a great 
deal more. Maximum internal prices have 
been fixed in some cases, whilst there is in- 
creasiig rationing of many articles of everyday 
consumption. The increase in internal trade 
activity and the development of national 
manutacturing industries, as well as the growth 
ot inter-American trade, may be counted 
among the normal healthy causes of the 
recorded expansions in typical business indices 
such as the Note circulation, bank clearances, 
sales turnover and trading results, but an 
important contributory factor is undoubtedly 
the all-round inflation of prices. 


THE FUTURE 

Whilst the war lasts Latin American trade 
will remain not so much a matter of supply 
and demand as a question of the will and 
ability of the United States and the United 
Kingdom to make available the necessary 
shipping, to place orders in the various Kepub- 
lics, and io release key products urgently 
needed there. In every case the over-riding 
principle must be the relative value to the 
war etfort of the Allies. When the war ends 
the demaad for South American products will 


WARDINGTON’S 


AMERICA 


REVIEW 


doubtless switch from strategic materials i 
the more customary main lines of foodstuff: 
etc., urgently needed to succour an exhaustc« 
Europe, which should relieve, for example, the 
problem of grain surpluses in Argentinz 
i:vents have certainly helped to demonstrate 
however, that the produciive potentialities oi 
the Southern Continent extend far beyond the 
relatively few staple lines which have const) 
tuted the major part of exports in the past 
Should circumstances permit the pursuance ot 
present development schemes to their maturity, 
there should result a permanent and welcomx« 
broadening of the whcle economic basis. 


FOR INTERNATIONAL 
CO-OPERATION 


It would be idle to attempt to visualise tix 
shape of things to come after the war. Already 
plans have emanated from many quarters fo: 
concerted action io deal with post-war recon 
struction problems. Certainly the end of the 
war will be marked on the one hand by large 
accumulated stocks in the countries producing 
commodities not essential for war require 
ments, and on the other by a world shortage oi 
manufactured goods, and international plan 
ning to adjust this position will be especially 
necessary. Post-war schemes for the rehabil: 
tation of world commerce must also have 
regard for the fact thatexpcrt trade is vital te 
the United Kingdom, and in this connection it 
may be remembered that cur trade with South 
America is normally largely compensatory it 
nature, for exemple, the exchange of food 
stuffs for coal. 


NEED 


CURRENCIES AND EXCHANGE VALUES 

The advantages of favourable trade balance: 
in Latin American countries have become t 
a great extent illusory under present condition: 
of international commerce, because neithe: 
“blocked "’ sterling balances in London no: 
“‘ free ’’ dollar balances in New York will avaii 
to buy manufactured goods which Britain and 
the United States are unable to deliver. At 
the same time it would appear that many o/ 
the South American currencies, if allowed 
freely to find their own level, would stand ai 
a much higher foreign exchange valuation 
than at present. From this point of view i 
is probable that the figures of our owa balance: 
sheet, which are expressed in sterling, are 
undervalued at this juncture. In the realm o: 
currency and exchang+. however, it is particu 
larly desirable that there should be recognitio: 
on all sides of the inter-dependence of world 
markets, and that individual action by any 
country should be strictly eschewed in favoe 
of international agreement. 
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BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 


COLONIES’ 


GREAT EFFORT 


SIR JOHN CAULCUTT’S STATEMENT 


bank (Dominion, Celonial and Overseas) 


Te Annual General Meeting of Barclays 
was held in London on December 21. 


The following is an extract from the state- 
ment by the Chairman (Sir John Caulcutt, 
K.C.M.G.), on the report and accounts for the 
year ended September 30, 1942 :— 


A record figure is again shown for current 
and deposit accounts at approximately 
{191,000,000. Acceptances and other habilities 
on account of customers, at £13,000,000, show 
a further considerable expansion. On the 
assets side, the balance-sheet again shows a 
strong liquid position and the cash in hand 
and at bankers and gold bullion is again io 
excess of 30 per cent. of the liabilities. The 
amount of gold now included in this figure is 
quite unimportant, as we no longer have to 
maintain a percentage of gold backing in 
respect of Southern Khodesia notes, as the 
currency issue there has been taken over by 
the Government. 


The démand for advances has been on a 
decreasing scale, and the bank’s holuings of 
investuicuts have been substantially mcreased. 
The miarket value of the mvestmeuts 1s in 
excess Of tie figure shown in the balance-sneet. 


The net profit for the year, after making the 
usual provisos ior taxation and ior bau and 
doubtiui debts aud contingencies, amouuicd 
to £419,011, to which must be adued £196,470 
brougut forward trom 1941, bringimg tue 
amount for appropriation up to £610,001. Uf 
this ammount 4200,000 has been trausicried to 
the reserve tuud, and it is proposed to pay a 
final diviuend Ol 4 per cent. (actual) ou ie 
Cumulative ireiureuce stock and ot 3$ per cent. 
(actuai) ou the “‘A’’ stock and on the “ b”’ 
shares, subject to the deduction in ail cases 
of income-tax at ds. 3d. in the ¢ after allowig 
for relici in respect ot Dominion iconie-tax. 
The reserve fund bas been further increased to 
a total of 43,100,000 by the trausier of 
£300,000 from our contingency account. 


OVERSEAS SERVICES MAINTAINED 


I am glad to say that, notwithstanding the 
existing difficulues of communication, the 
eficiency of the control and co-ordination of 
our widespread services overseas has been 
maintained. 


I think we are entitled to feel that this bank 
throughout the year has become increasingly 
useful to the common cause, largely due to the 
fact that many of our branches happen to be 


so placed as to render them of particuiar valu: 
to the different Governments concerned. 


They have also been wel! placed to serve the 
requirements of our Naval, Military, and Roya? 
Air Force authorities and personnel, as well as 
of important contingents of the armed forces 
of the United Nations. 


It is interesting to turn for a moment to the 
general Colonial picture. ‘The inter-war period 
had seen a steady increase in the volume of 
Colonial products, although the prices of some 
of them had been subjected to violeut fiuctua 
tions. 


The general dislocation and loss of markets 
which occurred through the first period of this 
war were mei by schemes for bulk purchases 
of staple crops, such as cocoa, sugar, and tea 
these arrangements being somewhat akin to the 
vast bulk purchasing arrangements entered intc 
by the british and Dominion Governments 
coveruig the entire crops of such articles as 
wheat, wool, and other vital necessities. AD 
Colonial Governments were urged to stimulate 
the production of food, largely in order to save 
shipping, with the result that production 
rapidly increased. In regard to many Colonia! 
products the course of business has beer 
aliered, but the use of banking machinery is 
still required, and here again the bank has 
been able to be of service. It has also played 
a full part in the schemes to assist growers of 
crops who have been faced with special difG 
culties arising from war conditions. 


I think it is particulariy fitting at this time 
that we should take the opportunity tou etapha 
size the spoutancous and valuable contribution 
to the war eticrt which the Colonies have made 
and are making. The cheracter of the respons 
which the appeal of war has evoked from them 
is surely a tiibute to the fair dealing which they 
have received in past years. While there are 
many problems which remain to be tackled, 
I firmly believe that this spirit which they have 
shown in the stress of war is a happy augury 
for the part that they are destined to play in 
the future. 


In view of our close links with South Africz 
I feel I cannot conclude this brief addres« 
without referring to the recent visit of the 
Prime Minister of the Union. His presence here 
has been a great encouragement to us ali 
It was particularly significant that it should 
have been marked by the opening of the 
“ofiensive phase’ (to use his own words} 
which we believe entitles us to look forwart 
with increased confidence to the future. 
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I}: sti of the Ottoman Bank was 
held on December 23 in London. General 
The Hon. Sir Herbert A. Lawrence, G.C.B., 
presided, in the course of moving 
uloption of the report and accounts, said: 

‘he total of the balance-sheet shows a 
onsiderable increase, being £36,534,755 a3 
against £28,749,533. Liquidity has been well 
maintained. A and liabilities in French 
rancs have been included in balan 
sheet at the rate of 176.50. The Greek figures 
are small, and French and Gre 
combined are considerably less than tro 
rent. of the whole. No profits from our 
4 and Greek offices have been included ia 
“ofit and loss account 
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A POLICY OF CONSERVATION 
rhe profit and loss account, after providing 
yr all and doubtful debts, shows 
in available balance for the year of £93,751, 
ut the committee again do not recommend 
the distribution of a dividend. It is. still 
to estimate the value of assets in 


e. However, the exchange 
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of the factors involved, andl 
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uth existing provisions afford a consider- 


zainst such losses as 
12 committee feel it right to recommend that 
ources of the bank be conserved by 
carrying forward the sum of £208,035. 

Our deposits have continued to increase, 
i e'ght millions sterling greater than the 
year before. On the assets six yur balance- 
sheet I would direct your attention to the 
increase of money at call and rotice by 
£1,400,000 and bills receivable by 

4 \, the latter increase being due mainly 
to larger holdings of British and Turkish 
Treasury bills. 
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CONDITIONS IN TURKEY 


Turkey remained at peace, but naturally the 
war, which by the end of ry41 had become 
world-wide, had msiderable eflects on both 
her external and her internal trade. The 
interruption of Ca commMutcations, tne 
necessity of maintaining the armed forces in 
a state of preparation to mect any eventuality, 
added to a 1used by up- 
favourable weather, induced the Government 
to introduce certain measures, such as the 
requisition of foodstuffs, the fixing of prices 
ind the issue of ration cards, in order to over- 
come difficulties in feeding the population. 

Industrial production remained at approxi- 
mately its previous level, but was in most 
cases insufficient to meet the of the 
country and importation presenting difficul- 
ties there was a decided shortage of many 
articles and prices rose very considerably. A 
feature of Turkey’s external trade was the in- 


poor cerea! crop 


needs 
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REVIEW 

creasing importance of her commercial ex. 
changes with Great Britaia, facilitated by the 
extensive operations of the United [Kingdom 
Commercial Corporation, Limited. 

To meet increasing expenses new taxation 
was imposed and furds were raised by the 
issue of bills and bonds, which were readily 
subscribed by the public. Indeed, tho shortage 
of goods led to a demand for investments in 
stocks and land, both of which showed con- 
siderable rises in prices. 

Our branches in Turkey showed quite 
satisfactory working results but, as before, it 
was not possible to remit the profits they 
made. Our relations with the Turkish Govern- 
ment, its departments, and the other banks 
continued most satisfactory. 


EGYPT 

In Egypt the economic siluation was 
marked by increasing expenditure and _in- 
creasing taxation, also by a considerable rise 
in the cost of living, but the country benefited 
by the large sums expended thero by the 
British Forces. The British and Egyptian 
Goveraments jointly purchased the 1941-42 
cotton crop, and a loan of ten million Egyptian 
pounds at 44 per cent. was issued by the 
Egyptian Government in December, 1941, for 
the purpose of financing their share. This 
issue was fully subscribed. December also 
saw the issue of £Ezg.500,000 Treasury bills, 
the first instalment of a total of £F-2.3,000,000 
to be offered at the rate of £Eg.500,000 
monthly, and for these too there was a ready 
demand. 

Imports increased from {£Eg.31,378,009 to 
£f4.33,127,000, and the business of the banks 
benefited from this increase. However, 
towards the end of the year a quota system 
was initiated, which has since reduced imports 
very considerably. Our branches were very 
active and showed very satisfactory results. 
In the early part of the year business in Iraq 
was on a somewhat reduced scale, but the 
entry of British troops and their large expen- 
diture in the country led to a large increase 
in the currency in circulation, and banking 
business was satisfactory after the suppression 
of the revolt. 

The date season was satisfactory, though 
not 60 good as in the previous year. Wool 
exports were restricted by shipping difficulties, 
while exports of livestock to Palestine were 
checked in the period from May to November, 
during which Iraq was excluded from the 
sterling area. A system of import licensing 
was introduced to ensure priority for essentials 
and to make the best use of shipping space 
available. 

The report and accounts were unanimously 
adopted. 
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HELPING THE 
BANKS MEET 
THEIR WARTIME 
PROBLEMS 


As war activities continue to expand—as the demand 
for bank service increases and the personnel shortage 
becomes more pressing —it becomes more and more 
necessary for bank operating heads to find new ways to 
cut down operating costs . . . new ways to solve person- 
nel problems... new ways to conserve the bank’s 
mechanical book-keeping and accounting equipment. 


Wherever these problems have already become acute, 
Burroughs is proving of great help. To-day’s experi- 
ences, ‘together with Burroughs’ broad background 
of experience in helping bankers work out practical, 
time-saving, money-saving solutions to operating 
problems, may aid you too, in meeting wartime 
problems. 


Burroughs Technical Advisory Service - Burroughs 
Operator Training School Service and Burroughs 
Mechanical Service are nation-wide. They are 
available to you through your local Burroughs office 
or by writing 


BURROUGHS ADDING MACHINE LIMITED 
Chesham House, 136 Regent Street, London, W.1 


Burroughs 
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Books 


“Building Societies’ Year Book, 1942” 

Edited by GEoRGE E. FRANEY. (Franey & Co. Price Ios. 6d. net, 
post free IIS.) 

3EFORE the war, one of the few criticisms sometimes levelled at 
building society finance was of the small proportion of liquid assets 
in relation to total liabilities. The manner in which the movement 
was able to meet so severe a shock as the initial impact of the war 
is sufficient testimony to the general soundness of the financial 
structure. Ifthe criticism of insufficient pre-war liquidity is accepted, 
however, it follows that the war will result in an actual improvement 
in the movement’s finances. Last year, the wartime standstill on 
build'ng restricted mortgage lend:ng to something less than {10 
millions, by comparison with a peace-time figure of no less than 
{140 millions. A considerable proportion of the Society’s total 
receipts are in consejuence available for investment in Government 
securities, of which the movement’s holdings now exceed £78 millions, 
This trend toward increased liquidity is well brought out in the 
current issue of the Year Book, which contains the usual com- 
prehensive information about nearly one thousand societies. No 
less than 142 of the societies, incidentally, have assets exceeding 
£500,000. The total assets of the movement fall little short of 
£750 millions, while the investments of over 2,000,000 shareholders 
amount to 4548 millions and those of the 750,000 depositors to 
(138 millions. The continuing confidence of the saving public in 
the movement is evidenced by more than £45 millions of investments 
received during the year. Though the Year Book is slightly reduced 
in size for reasons of paper economy, the information it contains 
is as complete and indispensable as ever. 


“Statistical Yearbook of the League of Nations” 

(Allen & Unwin. In wrappers, price 1tos.; bound in cloth, 
price 12s. 6d.) 

NOTWITHSTANDING the spreading statistical blackout and the 
difficulties of access to such material as continues to be published, 
the Statistical Yearbook still manages to supply information extend- 
ing to 1940, and in many cases even to 1941. In addition to the 
usual tables, special features have been included on questions of 
topical interest, such as war expenditure in various countries and 
the monetary measures introduced since the outbreak of hostilities. 
Amidst such a wealth of material it is difficult to select, but as one 
illustration of the type of information which is collected together 
in this publication -and almost nowhere else —may be mentioned 
the comparison of the growth of internal debt in a number of 
countries. This shows, for example, that between March, 1938, 
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Just look at this. Yes; that’s 
all you have to do when you 
open the drawer of a Roneo 
* Visible-80 "’ Filing System. 
You use your eyes—not your 
hands—to find the correspon- 
dence you want; it’s so much 
quicker and easier. Eighty 
names indexed clearly on the 
tops of the channels in every 
drawer. Suspended from the 
channelsare pockets holding the 
correspondence folders; always 
tidy, always accessible. Descrip- 
tive catalogue on request. 
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and September, 1941, the German debt rose more than sixfold, 
from Rm.17.8 milliards to Rm. 109.6 milliards, whereas over a 
slightly longer period our own debt increased only by 72 per cent. 


Appointments and Retirements 


Chartered Bank of India, Australia and China 

Mr. J. L. Milne, of Messrs. R. G. Shaw & Co., London, has joined 
the board of the bank. 
District Bank 

Mr. George Chatburn Sumner, a joint general manager, is 
retiring. Mr. Sumner was formerly with the County Bank, of which 
he was general manager at the time of the amalgamation of the 
County Bank with the District Bank in September, 1935. Mr. Albert 
Dunn has been appointed assistant general manager. 
National Bank of Australasia 

The National Bank of Australasia will have Sir James Elder as 
chairman and the Hon. Sir Frank Clarke as vice-chairman for the 
ensuing year. The retiring directors, Mr. D. York Syme and Mr. 
H. D. Giddy, have been re-elected. 
National Bank of Scotland 

The National Bank of Scotland announces that Sir Andrew Lewis 
has been elected a member of the ordinary board of directors in 
place of the late Sir Robert Weston Brooke. 
National Provincial Bank 

Mr. R. Norman Smith, one of the four joint general managers 
of the National Provincial Bank, has retired. He had long service 
with the bank, having joined the York branch in 18g99. 
The Bank of Montreal 

Mr. Huntly R. Drummond has been elected chairman of the 
board ; Mr. G. W. Spinney, president ; and Mr. B. C. Gardner, general 
manager. In addition to the foregoing new appointments, General 
Mewburn and Mr. W. A. Bog were re-elected as_ vice- presidents. 
Mr. Jackson Dodds, joint general manager since 1920, is retiring. 
The Dominion Bank 

Mr. Robert Rae, general manager of the Dominion Bank (Head 
Office, Toronto), has been elected a director and a vice-president 
of the bank. Mr. Rae entered the bank’s service thirty-six years ago. 
He is also vice-chairman of the executive of the Canadian Chi :mber 
of Commerce, and president of St. Andrew’s Society of Toronto. 
Mr. Charles B. Shields, vice-president and general manager of Loblaw 
Groceterias Co., Ltd., and a director of Canada Bread Co., Ltd., and 
of Great Lakes Paper Co., Ltd., has also been elected a director. 








